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DESIGNING A PLANNING STRATEGY 


Dudley Seers 


[ Development planning must deal with the real-life problems and 
limitations—social, political, and administrative, as well as 
economic—if it is to amount to something more than a test of econo- 
metric virtuosity. One of the leading proponents of sophisticated 
quantitative techniques outlines a planning approach that focuses at- 
tention on the basic policy issues, and subordinates the statistical 
framework to the needs of policy making and implementation. | 


The rather disappointing experience with develop- 
ment plans in the course of this decade raises funda- 
mental questions. Are plans necessary at all? If so, 
how should they be constructed? 


One reason a number of plans have been disappoint- 
ing is that planning offices have tended to concentrate 
on constructing a plan for publication; they have had 
relatively little say in the formation of the policies 
which actually affect the economic development of the 
country. Also, some plans have not been realistic: 
they have been statements of aspiration rather than of 
what could reasonably be expected from the economy. 


Such weaknesses stem from basic misunderstand- 
ings about the function of a planning office. If its 
main task is seen as making economic projections, it 
is likely to remain outside the mainstream of decision- 
making. A macroeconomic framework is a useful tool 
for ensuring consistency between objectives, insofar 
as this can be expressed quantitatively. Moreover, a 
public statement of the main objectives in quantitative 
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terms is one device for mobilizing public support. But it is arguable 


whether either is absolutely essential for some countries. In any 


case, preparing a plan is only part of the task of a professional eco- 


nomic office. Its function is constructing an economic strategy in 


the light of the government's political objectives and seeing that it is 


carried out. 


Working out Economic Strategy 





Its first task is to define an overall strategy of economic develop- 


ment, which can be broken down for discussion into the following 
steps: 


1. An analysis of the current weaknesses of the economy, in the 
light of its past performance; 


2. A statement of broad objectives, for instance, increasing 


employment, and raising the level of consumption of the nation 
as a whole or of the poorer social groups; 


3. Determination of the role of foreign trade, and of the extent 


to which dependence on a few export commodities and on aid 
should be reduced; 


4. Selection of sectors or industries which are to provide the 


"engines'' of growth, and the specification of the role of agri- 
culture; 


5. Identification of particular problems and bottlenecks which 
will have to be dealt with, administrative and social as well as 
economic; 


6. Determination of the place of the private sector in the devel- 
opment process; 


7. Determination of the desirable extent of cooperation with 


neighboring countries, to avoid duplication of industrial plant, 
education facilities, etc. 


Each of these steps requires fundamentally political decisions. 
The government's priorities may be clear from public statements, 
but usually the details will require filling out by a continuous inter- 
change between the planning office and ministers; in some cases, 


guidance will be necessary from the cabinet or from the head of 
government. 

















Construction of a Statistical Framework 





Once this strategy is roughly determined, most of the objectives 
can be expressed as quantitative targets for some future year. They 
can then be tested for consistency: 1) with each other; 2) with ex- 
pectations for variables mainly outside government control (such as 
export prices); and 3) with resources expected to be available (nat- 
ural resources, skilled and unskilled manpower, capital, foreign 
exchange, etc.). This set of estimates constitutes the statistical 
framework for strategy. 


There are a number of ways of constructing this framework. At 
one extreme it may be no more than a statement of broad objectives, 
with income growth rates, public investment projections by depart- 
ments, export forecasts, etc., based on a simple, perhaps implicit, 
aggregative model of how the economy functions. At the other ex- 
treme are highly articulated sectoral models purporting to show ina 
detailed quantitative fashion the planned behavior of the economy both 
in total and in its main sectors. 


Basic Strategic Issues 





Several issues are likely to have arisen by now, for example: 


1. Does the government accept the diagnosis of the weaknesses 
in the recent performance of the economy? 


2. Which variables are considered outside the government's con- 
trol, which subject to policy, and which fully determined by other 
variables? For example, is the rate of population growth considered 
subject to policy in the medium term? In the longer term? It is con- 
venient and usual to express the objectives in terms of the rate of 
growth of the gross national product (GNP), but it may be desirable 
to give priority to narrower aims. Urban unemployment is becoming 
an acute problem in many developing countries; and raising levels 
of nutrition, housing, etc., may well be very urgent needs. How far 
does the maximization of the growth rate of GNP conflict with the 
creation of employment and greater equality? Is the implied growth 
of consumption tolerable? 


3. Inthe realm of foreign trade, are prospects so uncertain that 
alternative strategies have to be prepared? What is their meaning 
in practice—does it imply leaving some elements fluid while serious 
uncertainties are cleared up? What basis is there for deciding on the 
priorities to be given to export promotion and import substitution? 


4. When deciding on the major sources of development, the ques- 
tion arises whether emphasis should be placed on one or two main 








industries, or on a more balanced growth. How can growth indus- 
tries be identified, and what are their characteristics? To what 
extent should agricultural development be export-oriented? Should 
the strategy concentrate on particular subregions? 


5. Basic obstacles may include systems of land tenure, the birth 
rate, the distribution of income, lack of credit organizations, the 
policies of unions. How much does the strategy require changes in 
these fields? How much growth would be obtained without them? Is 


the government prepared for such changes? If not, does the strategy 
need modification? 


6. A second type of basic question will be raised by the manpower 
implication. To what extent, for example, do the longer term needs, 
which imply using scarce manpower for educational expansion, over- 
ride immediate needs of strengthening the administration? What 
long-term incomes policy is indicated? What should be the balance 
of education between various stages (primary, secondary, etc.)? 
How much expansion of education can be afforded? 


7. Administrative weaknesses may arise from other reasons than 
shortage of manpower, e.g., bureaucratic or improper practices. 
To what extent is the elimination of these a precondition for taxes to 
be collected adequately, controls to be applied objectively, etc. ? 
How much does development strategy need to take account of weak- 
nesses which are unlikely to be cured quickly? 


8. Most economies are likely to remain ''mixed,'' for the fore- 
seeable future. How does one decide which activities are best under- 
taken by the government, which by the private sector? How are the 
plans of the private sector to be ascertained? 


9. What industries would be feasible on a regional (multinational) 
but not a national scale? Does the development strategy need to be 
coordinated with those of other governments? What are the practical. 
possibilities of doing this? For example, is a customs union or an 
international industrial plan or a regional bank needed? 


When these issues are examined and their requirements assessed, 
they may well pose a political choice between a rate of development 
which is fast but implies austere policies and comprehensive planning, 
or one which is slower and involves less tensions and lighter adminis- 
trative burdens. This basic choice will not, of course, appear sud- 
denly but will emerge gradually as the statistical framework is con- 
structed. This implies the need for continuous communication between 
an economic office and ministers. Political decisions may well re- 
quire periodic reshaping of the strategy, leading to new choices which 
would then in turn have to be referred back to ministers. 














Setting out the steps of the construction of strategy makes it seem 
a lengthy and elaborate process. In fact, however, a major trap for 
an economic office is to allow this stage of work, especially the elab- 
oration of the statistical framework, to absorb a large fraction of its 
professional manpower over a long period, to the neglect of relations 
with other departments. If the strategy is devised as a purely eco- 
nomic exercise, departments may feel little or no responsibility 
even for the parts of it that affect them. 


Members of planning staffs often find it more congenial to devise 
highly sophisticated sets of projections, on the basis of computer 
runs, than to make a real diagnosis of the country's economic prob- 
lems (institutional as well as quantitative), with the help of the 
other departments. Yet projections are bound to be very specula- 
tive, especially in economies highly dependent on foreign trade, 
and our knowledge of the working of such economies is too limited 
for much confidence to be put in most of the functions used in com- 
plex models. 


Departmental Programs 





What really matters is the content of the strategy. The first re- 
quirement, without which an economic strategy can have little mean- 
ing, is that government departments, local authorities, and state 
agencies should have adequately prepared projects ready to put 
into operation. In the light of the experience of the past decade, the 
importance of project preparation can hardly be overstressed. 


Secondly, these projects will be fitted into programs by the plan- 
ning office of the department concerned. While it is the function of 
the economic office to vet these programs (including major proj- 
ects), and see that they are consistent with the central strategy, the 
burden of financing them falls on the ministry of finance. Therefore, 
it is advisable for the ministry's officials to cooperate closely with 
the economic office in the drawing up of the plan. Has any gov- 
ernment achieved this without joining them together in a single 
ministry? 


Thirdly, official statistics may be too weak for the type of frame- 
work needed (and for checking on the successful progress towards 
the objectives of strategy). A statistical program will then be 
needed, perhaps best supervised by the economic office. 


Implementation 





The work described above should be viewed primarily as a guide 
to policy decisions. Some of it can be published periodically in 
documents called plans, though the question of what work should be 


done is very different from what work needs to be published. There 
is a real danger, however, that the use of words like ''plan"' and 
"planning office'' may reinforce misconceptions about the functions 
of an economic office. There has been a widespread tendency, 
reaching into these offices themselves, to believe that their prime 
function is to prepare a plan for publication, and that this is even 
the ultimate purpose of devising a statistical framework. 


Their chief responsibility is to see that economic policies are 
realistic and consistent with the general strategy. Indeed, unless 
this is done, decisions may be taken which will make it difficult or 
even impossible to carry out the strategy. Moreover, unless the 
planning office bases its work on a critical assessment of the possi- 


bilities of implementation, the strategy itself will suffer from seri- 
ous flaws. 


One criterion for judging the quality of a plan is the treatment of 
the problem of implementation. The economic office requires suffi- 
cient political backing to enable it to see that there are no inconsis- 
tencies between the economic strategy and the policies of other 
ministries in fields such as population policy, import and exchange 
controls, trade treaties, wages policy, training schemes for labor 
and agricultural extension services, and all aspects of education. 
Further, while defense and foreign policy will naturally not be based 
entirely on economic considerations, the office needs to be in a posi- 
tion to draw to the attention of ministers the implications for de- 
velopment of proposed military expenditures and of the use of scarce 
manpower in such jobs as overseas representation. Is the govern- 
ment in fact ready for the economic office to play such a central role 
in interdepartmental discussion of policy? If not, does this mean that 
strategy has to be modified? 


Consistency in Policy 





The coordination of financial and other economic policy is particu- 
larly important. Traditionally the annual budget is an instrument for 
controlling government expenditure, recurrent as well as develop- 
mental, and of financing these outlays. However, while the choice 
between (say) raising direct taxes or imposing higher tariffs may 
seem to the minister of finance a matter primarily to be decided on 
grounds of political tactics and administrative convenience, sucha 
decision may set the course of the economy for years ahead in a way 
that may or may not be consistent with the economic strategy worked 
out by the planning office. There is a real danger that the effective 
strategy will be built up as the unintended result of a number of short- 
period decisions. Does this danger constitute an additional reason 
for a single ministry for economic and financial policy? How is the 
budget otherwise to be made consistent with strategic objectives? 





Policies in the monetary field, including decisions on external 
debt policy, will also have profound implications for development. 
How can the central bank, which may consider its main or sole role 
to be the protection of the exchange rate, be best brought into the 
decision-making process so that policy in the monetary field is con- 


sistent with long-run strategy but yet also with reasonable price 
stability? 


A particular area likely to be of vital importance is salary and 
wage policy, since excessive increases in incomes may well preju- 
dice the attainment of objectives in exports, import substitution, 
employment, etc. While the government's strategy will cover this, 
and any plan will no doubt spell out the principles of an income 
policy, how is this to be implemented? Should professional associa- 


tions and trade unions be formally associated with the machinery of 
planning? 


Relations with Local Authorities and the Private Sector 





The execution of the plan and mobilization of support will depend 
very much on the correct allocation of functions between central and 
local authorities, with the responsibilities of the latter for particular 
projects clearly defined. (In large countries, district and perhaps 
subregional authorities may also be involved.) How are these to be 
brought into the process of forming and implementing strategy? How 


is economic strategy to be related to physical planning, such as town 
planning ? 


The private sector may be affected by economic policies in ways 
which the planning office can hardly foresee. Tax rates, especially 
fiscal incentives, will obviously influence the level and type of pri- 
vate investment (though not necessarily in precisely the way that some 
businessmen may forecast). What is less obvious is that the type and 
operation of controls will affect the contribution made by private 
business to economic development. How is the planning office to keep 
itself informed of the reactions of the private sector? Should private 
business be formally associated with the process of strategy imple- 
mentation, e.g., through sector committees, or will these open the 
door to excessive influence? 


The private sector does not only consist of commercial and indus- 
trial firms, but also of farmers and small businesses, many of the 
latter in the rural areas. One problem in countries giving a high 
priority to modernization of the rural sector is the selection of poli- 
cies in this sector and checking their effects. To some extent, this 
is the responsibility of the ministry of agriculture, but since it 
raises policy questions in many fields, notably education and banking, 
and since it may well be central to the development process, 











additional machinery may be needed. Planning office personnel may 
have to be posted outside the capital; senior officials of the unit will 
naturally visit regularly other cities, and they may need to travel to 
country areas and to the smaller towns. 


[ Excerpted from ''Notes on the Forma- 
tion of Economic Strategy, '' presented 
at the Commonwealth Planners Meeting, 
Nairobi, 24 May to 5 June, 1967. 
Mimeo. } 
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A PRAGMATIC APPROACH TO PLANNING 
Albert Waterston 


[ The detailed comprehensive medium-term plan, formerly postu- 
lated as the key element in national development planning, has in 
practice proven ineffective in many countries. <A leading expert 
proposes a new approach for these countries based on the lessons 
of experience. | 


The development planning record in the postwar 
years shows a general downward trend in the duration 
of the planning period in most developing countries. 
This is as true in Asia and Latin America as it is in 
Africa. The main reason is that most developing 
countries have not been able to plan comprehensively 
with reasonable accuracy for more than three years. 
Indeed, many countries faced with the prospect of un- 
certainties or rapid change consider that they cannot 
effectively plan ahead for more than a year or two. 


Countries with long planning experience, when faced 
with the prospect of rapid or unpredictable change or 
unusual uncertainties which make multiannual planning 
unreliable, often resort to annual planning. For exam- 
ple, until recently, Yugoslavia made use of one-year 
plans and India now has one, because their governments 
decided that for a time, conditions did not permit com- 
prehensive planning for a longer period. 


The Case for Annual Comprehensive Plans with 
Multiannual Sector Programs 








Annual comprehensive plans, by themselves, have 
limited value for influencing changes in an economy 


Mr. Waterston is Adviser on Planning Organization 
for the Development Services Department of the 

International Bank for Reconstruction and Develop- 
ment, Washington, D.C. 













because they lack perspective and not much can be done in one year 
to bring about basic changes. But when combined with sectoral pro- 
grams of ten years or more, such plans provide the maneuverability 
and perspective needed for directing overall changes in an economy. 
Further, by what has come to be known as "feedback, '' annual plans 
provide useful data for updating sectoral programs from time to 
time. Simple aggregative, multiannual guidelines for such variables 
as exports, imports, and investments can be prepared in a few weeks. 
When conditions stabilize, or information about the future becomes 
more reliable, or expertise in planning improves, the establishment 
of more comprehensive multiannual guidelines, both in the form of 
medium-term and longer-term perspective plans, becomes possible. 
But until then, there is much to be said for annual planning cum 
sectoral programing. 


A prime purpose of sector programing is the identification of po- 
tentially viable projects based on a coherent set of development poli- 
cies. Since the preparation of soundly conceived projects after they 
have been identified often takes much longer than the preparation of 
the most elegantly integrated, comprehensive, medium-term plan, 
it is important to start sectoral programing and feasibility studies 
for projects as soon as possible—frequently before the overall plan. 
Otherwise, it may be impossible to implement the plan. Thus, para- 
doxically, plan implementation often precedes plan formulation. 





In the absence of programs for at least the critical or strategic 
sectors or branches of an economy, a multiannual, comprehensive 
plan (whether for two years or ten) is likely to be less reliable than 
one for a year. Even when sectoral programs and multiannual plans 
exist, annual plans are needed to make the multiannual plan operable. 
Planners know this. But itis so difficult and time-consuming to pre- 
pare a multiannual plan that they rarely get around to preparing an- 
nual plans. This is another reason it is sometimes difficult if not 
impossible to implement a multiannual plan, even if a government 
wants to do so. One important reason that the budget, rather than 
the multiannual plan, is often the real planning document, is pre- 
cisely that the budget is concerned with what is to be done immedi- 
ately, not with actions to be taken over a number of years to attain 
distant goals. 


Another virtue of an annual plan is that it necessarily focuses at- 
tention on the specific programs, economic policies and strategies, 
fiscal measures, and administrative reforms which must be adopted 
immediately if the plan is to be carried out, thereby reducing the 
penchant of decision-makers to postpone difficult decisions. 


An annual plan is less likely than a multiannual one to set overly 
ambitious targets because it is based on proximate estimates of 


























resources available rather than on estimates made unreliable by a 
longer time span. In addition, it is less complex than a multiannual 
plan, and more concrete about what is to be done immediately. 
Therefore, it can be better for mobilizing and renewing a nation's 
interest in development, and for obtaining financing for specific 
projects and programs on the basis of current national action to 
eliminate bottlenecks and other impediments to development. 


Annual Plans 





A comprehensive annual development plan usually starts with a 
review of the economic progress made in the previous year and the 
bottlenecks and other problems encountered. It estimates the total 
resources available in physical terms (e.g., natural resources, 
manpower, productive capacities, etc.) as well as in financial terms 
in domestic currency and foreign exchange (e.g., public and private 
savings, export earnings, domestic and foreign loans, grants, etc.) 


On this basis, the plan sets investment, growth, and other targets 
for the year. It includes estimated development expenditures for the 
year, on recurrent as well as capital account, for state enterprises 
or agencies outside the budget, as well as for ministries and agencies 
included in the budget. If sectoral and branch programs exist, these 
data will be obtainable from them. The annual plan also includes esti- 
mated development outlays of regional and local governments as well 
as of the central government. This makes it the only document with 
a complete account of the financial impact of the public sector's de- 
velopment effort. It also presents a coordinated technical assistance 
program for carrying out the investment and other programs included 
in the plan for the public sector. 


In addition, the plan includes an estimate of foreseeable private 
investment and the expected role of the private sector in achieving 
plan targets. It embodies a foreign exchange budget or projection of 
foreign exchange allocations for the public and private sectors. 
Finally, and this is very important, it details specifically and at 
length the monetary, fiscal, credit, and other financial policy instru- 
ments as well as the organizational and administrative measures and 
strategies which have been or will be adopted to mobilize develop- 
ment resources and achieve the plan targets in the private and public 
sectors. This account should indicate precisely what is being done 
to stimulate private investment in industry and agriculture along ap- 
propriate lines and the measures adopted to ensure that the budget 
reflects the plan. 


The Role of the Budget 





The last point is of overriding importance. Unless the budget re- 
flects the corresponding items in the annual plan, the probabilities 
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are that the public sector portion of the plan will not be implemented. 
To ensure this close relationship requires a budget classification 
system and budgetary procedures which permit easy translation of 
the plan into budgetary terms, as well as budgetary expenditure con- 
trols which allow timely and accurate preparation of quarterly, 
semi-annual and annual reports of plan progress. 


Development outlays involve expenditures on recurrent as well as 
on capital account. Indeed, certain outlays on recurrent account, 
e.g., for training skilled staff and managers for a project under con- 
struction, may be érucial for the ultimate success of the project. 
Good planning requires that training expenditures be phased with capi- 
tal outlays for construction so that trained personnel are ready to 
take over when a project is completed. This requires that allocations 
and expenditures for training be related in the budget to the capital 
expenditures for each project for the purpose of adequate control, 
reporting, and evaluation of progress. It is also useful for planning 
and financing of development to obtain a comprehensive statement of 
the budget's effect on development. 


Sectoral Programs and Projects 





The preparation of multiannual programs should be limited at first 
to the most important economic and social sectors or subsectors. In 
most countries these are agriculture, industry, mining, power, 
transportation, education, and health. The program is essentially a 
framework for balancing and integrating the foreseeable demand in 
the sector with potential supply. It includes a statement of the basic 
policies and strategies to be followed in developing the sector or sub- 
sector, the organizational and administrative requirements for carry- 
ing out the program, as well as a schedule of projects to be completed 
in accordance with a fixed set of priorities. 


Usually, however, what is called a sector program is nothing more 
than a diverse, often incongruous, collection of projects. In contrast, 
a good program involves an overall look at the sector. On the basis 
of clearly defined national objectives for a sector (e.g., the diversi- 
fication of agriculture, the production of commodities for import sub- 
stitution or for export, self-sufficiency in certain economic branches, 
etc.), a survey is made of all the factors which help determine a ra- 
tional approach toward meeting the objectives laid down for the sector. 
For electric power, for example, given estimated demand, alterna- 
tive sources of energy would have to be considered, including the op- 
timal relationships between hydro and thermal power, the needs for 
transmission and distribution systems, the sequence to be followed 
in building up regional and national grids, etc. Fortransport, a good 
sector study generally involves a consideration of all forms of trans- 
port including highways, railways, waterways, and airways. If only 



































one branch of a sector is involved, e.g., highways, consideration 
should be given to the needs of other sectors. It would be impor- 
tant, for instance, to ascertain the requirements of agriculture to 
assure a proper proportion of farm-to-market roads as against 
trunk lines. 


Since some surveys would already have been made in certain sec- 
tors or branches of the economy, and some potentially viable projects 
identified, if not started, the preparation of a sector or branch pro- 
gram would begin with an inventory of all existing studies, surveys, 
and research which could cast light on the sector or branch. New 
information to provide as complete a view as possible would then be 
obtained. Where additional surveys or studies are required (e.g., 
cadastral surveys for agriculture, manpower studies for education), 
provision would be made for them in the sector program. If projects 
are uncovered which promise high yields for investment outlays, 
provision must be made with as little delay as possible for beginning 
feasibility, technical or other preinvestment or investment studies 
to make them "'ready to go'' as soon as possible. Experience shows 
that it is possible to prepare most sectoral or branch programs in 
nine to eighteen months, depending on the data already available. 


An important end result of a sectoral program is the identification 
of a list of potentially viable projects as "building blocks, '' for which 
feasibility studies can be made according to a program phased to ac- 
quire a ''shelf'' or stock of projects which can be drawn upon as cir- 
cumstances permit without undue delays. This allows a government 
to start negotiating for external financing for a project long enough in 
advance to assure construction according to a schedule predetermined 
ina plan. Where a shelf of studied projects exists, choices among 
alternatives can be made quickly. Where such alternatives are not 
available, the choice is often limited to one or two projects in a sec- 
tor. In such cases, governments have been known to start projects, 
whatever the likely relationship between costs and benefits, because 
it is a question of proceeding with the one or two projects available 
or doing nothing in the sector for a while. 


The establishment of appropriate development policies for agricul- 
ture is usually more important than the creation of a stock of public 
investment projects. This is because the right policies can result in 
farmers providing most of the investment in the sector, with public 
investment taking care of residual requirements. A good set of agri- 
cultural policies would include incentives for increasing annual crops 
in accordance with development objectives; the establishment of ap- 
propriate publicly supported programs for desirable tree or similar 
crops where long gestation periods make it difficult or impossible 
for most farmers to carry them out without financial assistance; 
provision for the elimination of marketing and other obstacles which 







































interfere with the efficient flow of agricultural commodities from pro- 
ducers to consumers or the effective application of economic incen- 
tives for producers. 


Sector programing is a calculated way of looking ahead to ensure 
orderly development of an economic sector or branch. The period of 
a sector program may vary according to the circumstances or the 
stage of a country's development. For industry, electric power or 
transport, the sector program may extend for ten years, but it may 
be much longer than that for agriculture or education. It is easier to 
plan for longer periods for an economic sector or branch than for an 
entire economy because problems of consistency are technically much 
less difficult. 


Within each longer-term sector program, it is possible to formu- 
late a so-called ''rolling program" of, say, three years. At the end 
of each year, another year would be added so as to retain the three- 
year period as the program "rolled forward" intime. Such a rolling 
method can spell out in greater detail the program of action for the 
sector, with priorities, proposed financing, etc. It is not only useful 
in the preparation of budgets and overall plans, but also in seeking 
financing for the sectoral program. International financial agencies, 
as well as bilateral lenders, often prefer being presented with a series 
of projects, spread over a period of years, which makes it possible to 
foresee financing requirements in the sector. The three-year pro- 
gram can become even more valuable if it is stated in terms of mini- 
mal and maximal alternatives, depending on the availability of domes- 
tic and foreign financing, or on other contingencies. 





There is, of course, need to relate sector programs with one an- 
other, e.g., roads with agriculture. This need not be done by the 
detailed calculations usually required to make a comprehensive plan 
consistent. It can often be secured by juxtaposing the sector programs 
involved and eliminating inconsistencies. But in the kind of planning 
discussed here, a more detailed correlation of the sector plans is 
eventually made year by year in the preparation of the annual devel- 
opment plan. 





[ Excerpted from A Practical Program 
of Planning for Ghana. (Report of the 
International Bank for Reconstruction 
and Development to the Government of 
Ghana.) Accra-Tema (Ghana): State 
Publishing Corporation (Printing Divi- 
sion), 1967, SPC/A10738/400/5-67, 
pp. 2-7. ] 














WHY PRIVATE SECTOR PARTICIPATION 
IN DEVELOPMENT PLANNING 


Theodore Geiger 


[ One of the most neglected aspects of the planning process is the in- 
volvement in it of the private sector. Not only is private sector 
participation difficult to organize; in many countries, it is not even 
regarded as important or useful. Nonetheless, the economic term 
"private sector'' conceals a set of basic human motivations and rela- 
tionships that is ineradicable and constitutes an indispensable poten- 
tial asset for national development. | 


The economic decision-making and activity that 
occur outside the ministries, public corporations, 
and other agencies of the government constitute by 


definition the ''private sector.'' In all developing 
countries, it is more heterogeneous than the public 
sector. 


Organizationally, it embraces large companies 
similar to those prevalent today in Western Europe, 
North America, and Japan; smaller partnerships 
and individual and family proprietorships; producers’, 
marketing, consumers’, and credit cooperatives of all 
kinds; and individual, family, and communal forms 
of farming and animal husbandry. In terms of eco- 
nomic activity, it includes modern types of agricul- 
ture, commerce, finance, manufacturing and mining, 
and also the subsistence agricultural and handicraft 
production and petty trading in which a large, though 
varying, proportion of the population of many develop- 
ing societies is still engaged. Thus, in the sense de- 
fined here, all Asian, African, and Latin American 
nations—even those most explicitly and strongly 
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committed to socialism—have substantial private sectors. In conse- 
quence, the role that the private sector plays in the development pro- 
cess is of great importance even though much of its potential for 
growth may not yet be realized in many countries. 


The Psychosocial Basis for Private Sector Activities 





The need for and benefits of private sector participation in devel- 
opment planning arise essentially from the nature of human motiva- 
tions and relationships. In every human being, the egoistic drive 
toward individualization and satisfaction of self-interest and the par- 
allel altruistic drive toward social identification and uniting with 
others in the interests of the society as a whole are rooted in the 
deepest aspects of the process of personality formation and matura- 
tion. They express themselves in different ways and in varying in- 
tensities in different types of society. In the homogeneous, stable 
and static traditional society, social structure and relationships, 
and cultural values and behavioral norms foster identification and 
inhibit individualization to the point where little, if any, competition 
is perceived between self-interest and social interest. Indeed, the 
two are usually felt to be identical. 


The more differentiated a society becomes, and the more the in- 
terests of its constituent social units and groups diverge, the more 
diffuse social identification is and the greater the scope for and 
stimulus to the process of individualization. In consequence, egois- 
tic drives to satisfy the interests of the individual and of the particu- 
laristic organizations and social groups closest to him (that is, the 
family, the tribe, the business firm, the political faction, and other 
smaller social units with which his identification is most intense and 
on which his own sense of identity is most deeply dependent) become 
increasingly powerful. The development of altruistic concern for the 


society as a whole (that is, for the public good, the national interest) 
tends to lag very far behind. 


Thus, especially in their early stages, differentiated societies 
are highly particularistic, and have great difficulty in reaching an 
effective consensus on national goals and priorities and even more 
difficulty in deciding on and carrying out the measures necessary for 
achieving them. In the transitional societies of the developing coun- 
tries, these effects of particularism are compounded by the wide dif- 
ferences between the old and new social groups and organizations of 
which they are composed, and the deep incompatibilities between the 


traditional and Westernized values and behavioral norms that people 
are expected to follow. 


All societies endeavor—with greater or lesser effectiveness—to 
control, suppress, and harmonize the conflicts and incongruities 
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between self- and particularistic interests, on the one hand, and gen- 
eral social interests, on the other hand. The means always combine 
varying degrees of repression and coercion and of rational evalua- 
tion and voluntary commitment. 


However, these means tend to be significantly less effective in the 
newly differentiated transitional society than in other kinds of hetero- 
geneous societies. The transitional society does not inherit from its 
traditional past concepts of the public good and the national interest 
and norms of behavior for fostering them. Efforts to rely predomi- 
nantly on coercive measures are weakened by lack of the resources 
and skills needed to enforce them and are resisted, actively and pas- 
sively, by the drive to satisfy self- and particularistic interests. In 
turn, such resistance often provokes even more comprehensive and 
coercive attempts at repression. If successful, they impair morale 
and efficiency; if unsuccessful, as is usually the case, they waste 


time and resources and undermine the regime's prestige. 


There is, however, an alternative approach which accepts the 
existence of self- and particularistic interests and seeks to enlist the 
strength of their egoistic drives in the altruistic service of the so- 
ciety. It does not do so by trying vainly to recapture by exhortation 
and coercion the traditional society's identity of self- and social in- 
terests, as do contemporary totalitarian states, or by permitting un- 
limited scope for self-interest in the mistaken belief that the greatest 
good for all will thereby be automatically ensured, as did nineteenth 
century laissez-faire capitalism. Instead, it uses a combination of 
regulations to restrict the antisocial actions of particularistic groups 
and individuals and the conflicts among them, and of rewards to en- 
courage them to orient their actions toward the achievement of gen- 
erally accepted national goals. The means include the strengthening 
of voluntary commitment to socially responsible behavior by foster- 
ing the concepts of nationhood and the national interest and the desire 
to help realize universalistic values of justice, freedom, and wel- 
fare. They comprise laws and regulations prohibiting harmful ac- 
tions and protecting the rights of individuals, organizations, and 
groups to pursue their own interests within these limitations. They 
involve policies and programs for stimulating and assisting indivi- 
duals, organizations, and groups to obtain the resources and skills 
required to carry on activities which serve both their own interests 
and those of the society as a whole. 





Fostering Private Sector Development through 
Participation in Planning 








The contribution of the private sector will be greater in propor- 
tion to the dynamism and sense of social responsibility of the indi- 
viduals and groups comprising it. In most developing countries, the 





extent to which private individuals and groups already possess these 
essential qualities is still quite small, but this is equally true of 
many officials in the public sector. The spread of these qualities 
will take place in the main through the decades-long processes of 
socialization and education. However, their development can be sig- 
nificantly accelerated through personality and attitude changes 
resulting from certain kinds of experiences which both government 
officials and individuals and groups in the private sector can undergo. 


Such experiences include all situations that induce or compel the 
participants to recognize and'to evaluate validly the broader and 
longer-term implications of self-interested actions. One of the most 
powerful in generating more dynamic and socially responsible ways 
of thinking and acting is the experience of playing a significant role 
in the preparation and execution of national development plans. In- 
deed, over the longer term, it may well be that the greatest value of 
development planning will be found to lie in such educational effects— 
that is, in improving knowledge and understanding of how the national 
economy operates and of its potentialities for growth; in revealing 
the specific opportunities for making productive investments and use- 
ful innovations in both the public and the private sectors; and, most 
important of all, in broadening the intellectual horizons, lengthening 
the time perspectives, and enriching the conceptual frameworks of 
the people involved. 


Political leaders, government officials, and professionals engaged 
in public-sector activities are by the nature of their functions involved 
in one or another aspect of the development planning process. In 
consequence, they are ipso facto exposed to its educational effects. 
This is not true of individuals and groups in the private sector who, 
in normal circumstances, tend to be only passively affected by devel- 
opment planning. Government policies, programs, and exhortations 
are directed at them; but, in most countries, they themselves are 
rarely involved in preparing and carrying out the policies, programs, 
and appeals comprised in development planning. Yet, the more di- 
rectly and responsibly private individuals and groups participate in 
the planning process, the greater will be their willingness to make 
the productive investments expected of them, and the greater will be 
their ability to undertake the decisions and actions required for the 
achievement of national goals. Both the intellectual understanding 
and the personal motivation of people in the private sector will be 
strengthened by their growing awareness of and commitment to uni- 
versalistic values, national aspirations, the public interest, and the 
norms of behavior appropriate to them. 







The Benefits for Planning of Private Sector Participation 





Thus, through its educational effects, private sector participa- 
tion in development planning is probably the major means by which 
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the interests of private individuals and particularistic groups can 
be harmonized in voluntaristic ways with those of the society as a 
whole. In addition, the planning process—and hence the national 
development effort—directly benefit from arrangements for pri- 
vate sector participation. 


When effectively organized, they provide government planners 
with their most important source of information regarding the ex- 
isting and potential productive resources of the private sector; the 
latent capabilities and actual plans of enterprises, farmers, coop- 
eratives, and other organizations and individuals for increasing 
their investments, expanding their operations, and improving their 
efficiency; the present and possible future composition and rate of 
growth of final demand and inventory accumulation; the existing and 
prospective need for capital and credit; the implications of private 
sector activity for imports, exports, foreign exchange availabilities, 
and other factors affecting external economic relationships; and the 
specific bottlenecks and difficulties—including government policies 
and activities—impeding the development of the private sector. Con- 
versely, they are the most important means by which the private 
sector learns about the national goals and specific targets projected 
by the government; about the programs and projects in the public 
sector having significant implications for the present and future op- 
erations of the private sector; and about existing and prospective 
policies, regulations, incentives, controls, and other devices where- 
by the government affects the performance of the private sector. 
For both, such arrangements provide the most effective mechanism 
by which each side can influence the policies and activities of the 
other while they are in the formative phases and, hence, are most 
susceptible to mutual accommodation. 


The Government's Responsibility for 
Private Sector Participation 








Most commonly, those responsible on both sides for establishing 
and carrying on institutional arrangements for government/private- 
sector cooperation anticipate significant benefits within a year or 
two. Almost invariably, these expectations are disappointed and the 
effort is then abandoned. In many cases, of course, such failures 
occur mainly because—whether intentionally or not—the institutional 
arrangements are inadequate or are only partially activated. How- 
ever, an unrealistic time scale is often a significant element, and 
sometimes impatience is the major reason for the collapse of ar- 
rangements for private participation. Assuming that both sides sin- 
cerely intend to establish and operate an effective mechanism, they 
need to recognize that the minimum trial period is at least five years 
and in many countries is probably ten. 











To counsel patience is not the same thing as counselling compla- 
cency. Even with a trial period of adequate length, arrangements 
for private participation in development planning are not likely to 
yield their benefits to either side unless each sincerely intends to 
make them work, conscientiously fulfills its obligations in connec- 
tion with them, and constructively seeks to improve them as their 
deficiencies are revealed. Traditional attitudes and doctrinaire 
prejudices on both sides are among the major obstacles to carrying 
on effective government/private-sector relationships. In these cir- 
cumstances, the political leaders and government officials involved 
have to set the example and provide the initiative, at least in the 
early stages. Both by the nature of their social roles and by the 
often superior education and stronger commitment to modernization 
of the people comprising them, governments in transitional societies 
have to provide the main leadership for change—in the attitudes af- 
fecting private-sector participation no less than in the other aspects 
and dimensions of the development process. As they do, the result- 
ing benefits will be much more substantial and enduring than has as 
yet been recognized by most people in the governments and the pri- 
vate sectors of the developing nations. 


[ Condensed from Private Sector Par- 
ticipation in Development Planning. 
Washington (D.C.): Center for Devel- 
opment Planning, National Planning 
Association, April 1968, Working 
Paper M-9296, pp. iv-v and 75-88. 
Mimeo. | 














































THE ESSENTIALS FOR PAYOFF IN AGRICULTURE 
W. David Hopper 


[ Strategies for agricultural development have hitherto been inade- 
quate in many countries, in part because they have been trying to 
serve other goals as well. New and more focused approaches 
should, therefore, be explored. | 


If past public investments to promote agricultural 
growth have yielded little more than disappointment, 
the cause lies not in agriculture; it is to be found in 
a basic misunderstanding by investment planners of 
the nature and course of agricultural modernization. 
The strategy for development was wrong, and instead 
of learning from mistakes, the planners allowed the 
easy assumption that agriculture itself was inherently 
at fault to become an almost universally accepted 
dogma of revealed truth. 


The strategies of the past have not worked because 
they were confused. But the confusion of goals that 
has characterized purposive activity for agricultural 
development in the past cannot persist if hunger is to 
be overcome. There must be a clear separation of the 
goal of growth from the goals of social development 
and political participation. These goals are not neces- 
sarily incompatible, but their joint pursuit in unitary 
action programs is incompatible with the development 
of an effective strategy for abundance. To conquer 
hunger is a large task. To ensure social equity and 
opportunity is another large task. Each aim must be 
held separately and pursued by separate action. Where 
there are complementarities they should be exploited. 
But conflict in program content must be resolved 
quickly at the political level with a full recognition 
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that if the pursuit of production is made subordinate to other aims, 
the dismal record of the past will not be altered. 


All this seems dreadfully obvious. Yet, in every developing coun- 
try I have visited, agricultural policy is a strange schizophrenic 
creature that serves many masters. The goal of cheap food for 
urban consumption is incompatible with the goal of incentives for 
production. The goal of an efficient grain-processing industry is in- 
compatible with the goal of preserving and protecting wasteful small- 
scale mills. The desire to save foreign exchange and hold currency 
to overvalued exchange rates is likely to be incompatible with the 
need to increase the supply and lower the farm price of modern in- 
puts. The insulation of inefficient public- or private-sector enter- 
prises from competition is incompatible with the oft-proclaimed aim 
of providing farmers with quality inputs and maximum incentives to 
move to higher levels of production. Policies to discourage the de- 
velopment of mechanized agriculture because of its assumed impact 
on rural labor-force employment are incompatible with the need for 
careful timing and precision in farm operations in areas where grow- 
ing conditions and the availability of water would permit the harvest 
of two or three crops per year. And soon; the list is long and de- 
pressing. It frequently leads to the conclusion that, protestations 
to the contrary, many countries have accepted increased food produc- 
tion as a political objective so hedged by reservations and so condi- 
tioned by objectives of higher priority that it is impotent as a focus 
for action. 


A Strategy for Food Production 





A clear political objective is necessary to the initiation of action. 
But the action plan itself—that is, the strategy for attaining the po- 
litical objective—is the substance of our concern here. If increased 
food production is accepted as the goal, then the grand strategy must 
focus national action on the development of an agriculture based on 
the application of modern science and technology to all its aspects. 


The plan of action now falls into categories more or less familiar 
tous all. The tactics of implementation will take on the flavor of 
the circumstances peculiar to each nation. But it is possible, from 
the experience now at hand, to speak meaningfully about the general 
components of strategic action that are crucial to the course of agri- 
cultural development. 


Agricultural growth begins in areas having a minimal infrastruc- 
ture of roads and markets, enough water for crop production either 
from irrigation or assured rainfall, a variety of seed that is respon- 
sive to fertilizer, and fertilizer; in combination, these inputs, as 

well as land and tillage, must produce a crop that yields substantially 























more profit for the cultivator than he could earn from following tra- 
ditional practices and using traditional inputs. The rate at which the 
adoption of new practices spreads directly reflects the farmers' pos- 
sibilities for enhanced profit. Government plans for agricultural 
development must embrace action to maintain this profit incentive, 
as well as action to assure an expanding supply of new production 
requisites and technology from private and public sources. If either 
the production supply-line fails or the incentives lag, the growth of 
output will slacken and eventually stagnate. 


Once a program has been initiated, many simultaneous and se- 
quential needs are created if it is to be sustained. The protection 
of plants against pests and diseases is often the next order of con- 
cern following the use of improved varieties and fertilizer. Mecha- 
nized harvesting and threshing may be necessary to handle increased 
production properly. Existing irrigation facilities are seldom capa- 
ble of supporting a pattern of high-yield agriculture, and almost never 
one that is based on multiple annual crops. Processing, storage, 
markets, transportation, rural electrification, extension services, 
research, are but a few of the ''battles'' that must be planned and 
fought; and plans, like the development process itself, must grow 
and elaborate to embrace eventually the full spectrum of appurte- 
nances of a modern agriculture, an agriculture that fully reflects the 
application of science and technology. 


Investment in Agriculture—A Strategy of Action 





The course of development sketched above suggests that unless 
minimum modern infrastructure inputs—roads, some level of market 
facilities, and enough water for substantially higher-yield crop pro- 
duction—are available, cultivators cannot take advantage of improved 
farm technology. We might call these a package of minimal services. 
Without it, seed of responsive varieties and fertilizer are of no avail. 
Where it exists, an action plan must focus on the package brought to 
the farm. It must include fertilizer and seed of a fertilizer- 
responsive variety; until recently the latter input was almost consis- 
tently missed. But neither package can evoke a change unless there 
is also a package of economic incentives that provide the farmer with 
a return much beyond what he could earn from following traditional 
methods. This is a crucial point. Too often programs for develop- 
ment have been built on changed practices that offer relatively small 
improvements over the returns in traditional farming. An increase 
of 10 or 20 percent in yield over a traditional return of a ton or two 
per hectare can hardly be distinguished from the change in yield re- 
sulting from normal weather variation; if converted to cash the in- 
crease is often insufficient to cover the costs of the new practices, 
and certainly not enough to evoke much enthusiasm. Double or triple 
the yield, and the cultivator response is very different. At later 














stages of development, when yields are much higher, percentage dif- 
ferences of this magnitude assume a different character. A 20- 
percent increase on a six-ton yield will buy a lot more inputs and 
evoke much greater enthusiasm for further innovation on the part of 


cultivators than a similar jump over the yields associated with tradi- 
tional methods. 


I have not included in my list of initial packages either agricultural 
extension or farm credit. Both of these inputs seem unnecessary in 
the early stages. Farmer experience with new varieties and fertilizer 
quickly spreads from neighbor to neighbor. The practices involved 
are relatively simple and the decision to adopt them is a matter of 
private choice. Indigenous credit sources such as friends, relatives, 
and money lenders, seem able to provide cultivators with the neces- 
sary purchasing power to buy new seeds and plant nutrients. Assum- 
ing adequate incentives, the size of the increased yield that results 
from using the new package is more than sufficient to cover both the 
high costs of indigenous rural credit and the sharply increased risks 
of a large investment in purchased inputs. Experience in India and 
Pakistan suggests that within one season many farmers can move 
from the position of requiring credit to that of financing their own 
purchased production needs. 


These packages look rather simple, but this appearance is decep- 
tive. I can think of countries that are investing in large agricultural 
credit programs, in spite of the fact that, because the package of 
basic services is lacking, they are unable to get seed and fertilizer 
to farmers. In fact, itis not clear what the credit is intended to 
buy; I fear it will be an investment in social welfare and not in ex- 
panded output. I can think of others that have built or are building 
fertilizer-consumption programs either without assured water or 
without responsive seed, or without both. Still others are pressing 
programs of change without seed or fertilizer or incentives. 


Nested in the package of basic services are several other pack- 
ages: a pattern of organized transport, a system for receiving 
marketed farm produce and supplying production requisites, an ad- 
ministration for controlling water distribution and the maintenance 
of irrigation works, and so on. Indeed, if each of these nested 
packages were dissected, the basic package would eventually involve 
a descriptive analysis of the national economy, its government, and 
its social and economic institutions. 


The package of practices—responsive seed and fertilizer—is, 
likewise, composed of nested packages. Responsive seed is a prod- 
uct of research; fertilizer, of chemical engineering. Each, in 
turn, rests on a foundation of human enterprise and skill, and on an 
allocation of investment resources. Again the lines can be traced 
to the structure and dynamics of national culture. 
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A Look Beyond 





Once begun, if agricultural change is to continue, an ever-growing 
amount of investment funds will be required to give substance to pro- 
grams and resource allocations focused on production. The land 
area equipped with at least the minimal set of services must be ex- 
panded. Where farmers have already begun a drive for higher pro- 
duction, new high-yielding plants must be protected from pests and 
diseases. Agronomic practices will need to be improved, and so 
will water management, especially in irrigated areas, because higher 
yields mean denser plant population per unit of ground area, and 
greater loss of soil moisture through transpiration. 


National strategies for agriculture can begin with imported mate- 
rials, even imported seed, but before long they must be geared to 
absorb a steady increase of domestic resources. Of crucial impor- 
tance among the claimants for investment is agricultural research. 
The key to the agricultural revolution that is spreading in many coun- 
tries is the introduction of nutrient-responsive varieties developed 
through research. But this research, for the most part, has taken 
place at only a few centers. No country can afford to rely on extra- 
mural research to sustain the momentum of its changing agriculture. 
Investments in domestic research must be forthcoming in growing 
amounts to meet the needs of the expanding agriculture. As new 
varietal materials spread and as fertilizer use increases and farming 
practices change, the ecological conditions under which crops are 
grown will change and give rise to new sets of problems. An altered 
virulence of plant pathogens will pose new disease threats. A change 
in the structure and chemistry of the regional soils will, in turn, 
give rise to further alterations in farm practices. Research in agron- 
omy, in water requirements, in the use of insecticides and weed kill- 
ers, and in related subjects will assume an ever-growing importance 


as farmers become increasingly sophisticated and skilled in scientific 
agriculture. 


More sophisticated farmers will generate a demand for farm ad- 
visory services of increasing competency. Part of this demand can 
and will be met by private agencies handling farm supplies, and 
some by government extension services that link the research stations 
to the cultivator. Such services require investments in agricultural 
education and a thoughtful development of extension administration. 
Before they are built, however, local research must have found 
something worthwhile to extend. A monumental amount of money has 
been squandered over the past two decades in trying to create exten- 
sion services designed to induce agricultural change, but whose 
agents had little or nothing in the way of improved technology to ex- 
tend to cultivators. Assuming that incentives to innovate exist, it is 
seldom that highly productive technologies will lie unused for want 
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only of an extension advisory service. Such a service can accelerate 
the rate of diffusion of new practices and can lower the costs of learn- 
ing which the farmer must pay to master new techniques; but it will 
only be as good as the research behind it, and only as effective in 


assisting farmers as its staff is well-trained and able to communicate 
this research. 


Some improvement practices such as pest control or water distri- 
bution depend greatly on the degree of agreement for concerted action 
that can be obtained among neighboring farmers for their effective- 
ness. Scale economies of this kind can be seized either through gov- 
ernment action that brings protective measures to a wide area and 
collects a levy from those benefited, or by the formation of some 
type of farmer association to facilitate group decision. But country 
after country has tried to build farmer institutions with little or no 
economic reason for farmer participation other than, perhaps, cheap 
credit (which too quickly became diverted to consumption, because 
there was nothing productive to purchase, and almost as frequently 
became overdue bad debt) or inputs secured through the institution's 
government-granted monopoly rights to items such as fertilizer 
(which, when wanted, had a tendency to turn the organization into a 
private body controlled by the few who held political power, and who 
skimmed off the monopoly rent for personal purposes) or subsidies 
(which were, on most occasions, diverted to personal gain). The 


successful building of farmer organizations must await the develop- 
ment of farmer demand that arises from perceived benefits of col- 
lective action. 


In time, often a very short time, cultivators become aware of 
opportunities for multiple cropping and strive to increase yield per 
hectare per year rather than per crop. Research provides short- 
duration varieties and the agronomic and protective practices that 
will make multiple cropping possible and profitable. But then, in- 
vestments in improved water control—individual field control of 
irrigation and drainage—are often required. These can either be 
made through public works projects in canal-irrigated areas, or 
directly by farmers in personal irrigation facilities such as low lift 
pumps, small tubewells, etc. The precision and timing needed for 
a multiple-crop agriculture will encourage, if not necessitate, cul- 
tivator investment in mechanical power and improved implements, 
either directly, or as a purchaser of custom services. Other inputs— 
selected fertilizer, pesticides and extension services reflecting 


greater scientific sophistication in agriculture—will be required as 
well. 


To underpin the emergence of a truly modern farm sector, large 
investments will be needed in the industrial base supporting agricul- 
ture. To handle the increased volume of outputs and inputs, a 














country's markets, processing plants, storage facilities, transporta- 
tion, sales and service facilities, electric power, and other services 
will all lay claim to the pool of investible resources. This is the 
stage of efflorescence of an agriculture based on the application of 
science and technology. It is a stage that will see agriculture break 
traditional patterns of cereal production and meet rising consumer 
demands for fruits and vegetables, meats and livestock products. 
Again the leverage will come from research. Crop varieties for 
processing, breeds for specialized production, pasture grasses and 
forages, livestock management techniques, horticultural cropping 
methods, specialized processing and storage techniques, must flow 
to farmers and agricultural businesses as the products of research 
endeavors. With these will come investments in extension, rural 
credit institutions, an expansion of farmer organizations, and the full 
range of service facilities that are necessary for modern rural prog- 
ress. 


The vast literature on economic planning, which has found so 
many adherents in developing nations, contains the seemingly attrac- 
tive promise that with care, government power, and a computer, it 
is possible to exercise a close central control over the course of to- 
tal national development, including the promotion of agriculture. 
With this promise for justification, some developing countries have 
striven to establish a detailed central management to promote agri- 
cultural development. Without exception they have failed. 


The reasons are not difficult to find. They key element in initiat- 
ing and maintaining the upward movement of farm output is the crea- 
tion of a method for assuring that the several components of rural 
growth act together in a system that is flexible, self-correcting of 
imbalances, and capable of rapidly adapting its use of resources so 
as to follow closely the ebb and flow, the leads and lags of change. 
Governments are notoriously poor at bringing flexible responses to 
rapidly developing opportunities. Private investors, properly en- 
couraged and left to function with a minimum of impediments, do it 
well. This would argue that the most productive role for government 
activity would be to underwrite those basic amenities and services 
that require sustained investments over long periods of time, invest- 
ments that will produce a swelling flow of incentives designed to at- 
tract private savings to agriculture. In addition to the usual list, 
which includes education, research, and infrastructure development, 
these basic investments would also include measures to promote and 
ensure competitive business conditions in rural areas (not excluding 
competition from and between farmer cooperatives or associations), 
to regulate markets, and to enforce standards and grades for farm 
produce and input supplies. This would leave to private investors 
(including individual farmers and farmer organizations) those oppor- 
tunities requiring venture capital capable of moving among allocation 








alternatives quickly and easily in response to changing circumstances 
of the market forces of supply and demand. Under this dichotomy of 
investment sources, the overall strategy of resource allocation would 
still be a public responsibility, but public policy would now be directed 
toward establishing a climate for private participation in rural devel- 
opment and toward strengthening the incentives for continued private 
investment, by allocating public resources to programs and institu- 
tions that would generate the stream of technology and establish the 
conditions needed for enduring growth. 


{[ Condensed from "Investment in Agri- 
culture: The Essentials for Payoff," 
Strategy for the Conquest of Hunger, 
Proceedings of a Symposium Convened 
by The Rockefeller Foundation April 1 
and 2, 1968. New York: The Rocke- 
feller Foundation, 1968, pp. 104-110 
and 112-113. | 
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CHANGING WORLD OF DEVELOPMENT ASSISTANCE 


George D. Woods 


[ The former President of the World Bank argues not only that a 
larger volume of aid is needed but also that more realistic ways of 
providing and using it are essential. | 


The state of economic development must and can 
be improved. But so far, our accomplishments have 
fallen short of our aspirations. Why is this? The 
basic reason may be that vast force in human affairs 
which is called inertia. Social values are slow to 
change; and the institutions that give them expression 
are slower still. Few institutions deliberately seek 
innovation; many, to say the least, shirk the ordeal 
of changing themselves in order to respond more 
quickly to changing human needs. And inertia, it 
seems to me, can only be overcome by perception: 
the leaders of both the prosperous and the poor coun- 
tries must now grasp fully the nature of the situations 
that confront them. 


For the less developed countries, it is earlier in 
their evolution, and there is much more to be done, 
than many of their governments are aware. 


The developing countries must not only conserve 
the assets they have; they must also take measures 
to attract new investment—and particularly capital 
from abroad, with the technology, the experience in 
management, and the links to world markets that in- 
ternational investment affords. Countries that adopt 
policies and take measures to make private capital 
welcome will find that such a course encourages the 
investment of public funds as well. 


Mr. Woods, formerly President of the 
World Bank, is with The First Boston 
Corporation, New York. 





The tasks of economic development place an exceptionally heavy 
burden on the leaders of the less developed countries. It is they, 
often in the most adverse and discouraging circumstances, who must 
stir the country's energies and wed them to the best use of resources, 
they who must create a sense of common purpose as the basis for 
orderly political evolution and change. 


There are many leaders in the less developed countries today who 
are courageous, selfless, and devoted; but unhappily there are some 
who are not. We see instances of personal aggrandizement; we wit- 
ness waste through conspicuous and unproductive public expenditures; 
we see attempts to evade responsibility by blaming internal problems 
on other countries; we see failure to advocate and enforce necessary 
steps involving effort and a measure of sacrifice. One of the serious 
liabilities of some poorer countries, in short, is leadership that 
does not lead. And one of the results is likely to be public apathy 
and cynicism instead of the ferment of enthusiasm and the hard work 
needed for economic progress. 


The high-income countries, no less than the developing ones, 
stand in need of a new perspective. For them the time is later than 
they seem to think. The world is already well on the way to new ex- 
tremes in the imbalance of population and income. The swift move- 
ment of these trends is not being adequately recognized in the prior- 
ity accorded to development finance among the other claims on the 
energies and resources of the high-income countries. 


The development of the poorer countries requires a more effec- 
tive and constructive participation of the developed nations on a high- 
priority basis, but their present policies for development assistance 
show too little recognition of this fact. These policies have tended 
as much to mirror the narrowest concerns of the developed countries 
as to focus effectively on the situation of the developing countries and 
its long-term meaning for the world as a whole. Some have tended 
to distort assistance in favor of things rather than people. Some 
have favored big construction which has required sales of big items 
of heavy equipment. Moreover, most have obscured important dif- 
ferences in the developmental problems of different countries and 
different regions—between the tasks to be undertaken, for example, 
in Latin America and those in Africa south of the Sahara. Solutions 
to the problems of trade between the rich and the poor—most par- 


ticularly with respect to prices of primary products—have not been 
devised. 


It is time to consider basic changes. I would like to mention just 
three. Development assistance must, first of all, turn away from 
expediency and toward effectiveness. It must show a much greater 
skepticism about the extent to which the technology of the high- 





income countries can simply be transferred to the underdeveloped. 

It has been a long and painful experience to discover that the devel- 
opment of agriculture in the poorer countries requires different 
techniques from those used elsewhere. It is already evident that 
political institutions undergo a sea change when they travel from the 
countries which gave them birth; it may well be that forms of indus- 
trial and social organizaticn, likewise, are not as transferable as 

we now suppose. Development assistance must therefore demon- 
strate a greater regard for important national, cultural, and regional 
differences that make the problems in each developing society unique. 
It must be much more concerned with helping the poorer countries 
evolve the technologies and build the institutions appropriate to their 
own circumstances. 


The second change needed is toward a greater modesty and realism 
in expectations. Development requires deep-seated changes; these 
are not only going to take time, but they no doubt will lead to continu- 
ing turbulence and even violence. For this, the nations providing as- 
sistance must realistically be prepared; they must not be easily dis- 
couraged or deterred. 


The third and immediate change needed is improvement in the 
amounts and terms of capital transfers. As the members of this as- 
sembly are aware, the amount of these transfers, far from keeping 
pace with what needs to be done, has tended to stagnate. Moreover, 
in many cases, capital is being transferred on terms that will eat 
heavily into the capacity of the receiving countries to finance future 
growth. The outstanding external public debt of the developing coun- 
tries as a group is something over $40 billion. The problem is not 
only to alleviate the terms of future assistance for the ten or so de- 
veloping countries that owe half this debt to 12 or 14 developed nations. 
There is equally urgent need to extend terms—amortization as well as 
interest—that will avoid similar problems in the future for the newer 
countries which are now at the point where they can use large sums 
for financing their development needs. 


At the present time, some of the principal aid-giving countries 
are in the worst possible position: they are giving amounts of aid 
sufficiently large to irritate their own national legislatures, but too 
small to help accomplish real economic progress. No businessman 
would deliberately make less investment in an enterprise than was 
necessary for its success or on terms that would cloud its prospects; 
but that is what the developed countries, as a group, are doing today. 


It is still my opinion that the developed countries would materially 
benefit their own interests if they could achieve a unified and consis- 
tent perspective of the problems of growth in the less developed 
countries and of the importance of that growth to their own well-being. 





For that reason, I have suggested that a group of leaders of intelli- 
gence, integrity, and prestige be brought together for the purpose of 
studying—in consultation with the countries of the Development As- 
sistance Committee and the developing countries—the consequences 
of twenty years of development assistance, assessing the results, 
clarifying the errors, and proposing the policies which will work 
better in the future. This proposal for a ''grand assize'' has been 
under consideration by governments. The reaction is generally fa- 
vorable; and I expect the group will be assembled and this study will 
be started in the near future. 


It is also time, I suggest, for us in the international organizations 
to take an anti-proliferation pledge: to reserve the creation of new 
entities for functions that clearly have no possible home among the 
many rooms offered by the international family; to allow the organi- 
zations to concentrate their attention on the improvement of existing 
efforts; and to permit them to work out a more effective coordination 
and distribution of labors among themselves. Looking at world and 
regional organizations directly concerned with development finance, 
it is easy to see, for instance, that we should go further in coordinat- 
ing and centralizing functions of research, fact-gathering, and re- 
porting. That would reduce demands on the time and patience of our 
client countries and would increase our own efficiency. I am sure 
that other important opportunities for a better distribution of effort 
exist not only among the financial institutions but throughout the 
structure of international organizations. 


I wish also to observe that international organizations, no less 
than national entities, must be alert to the necessity for new ap- 
proaches. The tendency of any institution is to develop and apply 
standard formulas, a tendency from which I may say the World Bank 
Group is not immune. Working out new solutions and breaking old 
habits is not an easy task; but it will always be necessary for prog- 
ress. In the World Bank Group, for instance, we have been slow to 
finance state-owned enterprises because of the problem in many 
countries of ensuring efficient management of undertakings that, for 
want of private savings, must operate under government sponsor- 
ship. We have only scratched the surface of financing projects to 
promote tourism, even though the results of such financing may be 
of first importance for economic development in a number of coun- 
tries. No doubt other international organizations have barriers of 
thought which it would be equally useful to break down. 


[ Excerpted from a speech to the United 
Nations Conference on Trade and 
Development, New Delhi, 9 February 
1968, pp. 2-9. ] 





MUTUAL ASSISTANCE BETWEEN 
DEVELOPING COUNTRIES 


Leopold Laufer 


[ Developing countries can use their own resources to aid each other, 
especially in the field of technical assistance. Enough experience 
has been gained to warrant an expansion of joint training programs 
and of expert and volunteer services. | 


Mutual assistance is a practical step that can be 
taken long before more complex forms of international 
cooperation are undertaken. Every developing country 
could survey its own needs and resources and deter- 
mine what resources it might be able to share with 
other developing countries and which of its needs, in 
turn, other developing countries might be able to sat- 
isfy. Each country would then be able to decide 
whether cooperative programs with other developing 
countries would be in its best interest, and if so, 
what the scope and character of the programs should 
be. 


The number of developing countries actually en- 
gaged in serious programs of mutual assistance is 
still quite small. This can be attributed only partly 
to scarcity of financial resources and lack of adminis- 
trative tools. Psychological and political barriers 
have also greatly inhibited the spread of cooperation 
between these countries. Many leaders of developing 
countries have expressed agreement with the desira- 
bility of mutual assistance programs but at the same 
time they doubt the potential of their countries to con- 
tribute meaningfully. Lack of funds was by no means 
the major reason for their skeptical attitudes. 
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This skepticism is accompanied by distrust of the capacities of 
people from other developing countries. A Near Eastern country 
that needed a rural sociologiest employed one from Great Britain 
rather than from nearby Pakistan, where a man with excellent quali- 
fications was available. Many a Latin American professional, while 
secretly cursing the North American ''gringo'' expert, may still pre- 
fer him to one from a sister Latin American country. 


However, as countries progress economically and become not only 
politically but culturally and intellectually independent of the metro- 
politan powers, attitudes change. Latin Americans, for example, 
are apparently more prepared to agree that their countries have 
something to offer to others than are Africans, and are becoming in- 
creasingly willing to accept the experience and expertise of nationals 
of other Latin American countries. Even in Africa there are stir- 
rings in this direction. In drafting new company legislation Nigeria 
was at first inclined simply to take over the British Company Act of 


1948, but upon reflection decided to base its legislation on Ghanaian 
and Indian models. 


Political considerations are probably even more important than 
psychological ones, however, in explaining the lag between mutual 
assistance in practice and public declarations favoring it. India will 
not share with Pakistan, nor the Arab states with Israel, nor Congo 


(Kinshasa) with Congo (Brazzaville), nor South Korea. with North 
Korea, and so on. 


Furthermore, extension of the policy of sharing has been impeded 
by the taint that rightly or wrongly attaches to bilateral aid. Because 
of sometimes crude and often shortsighted policies by countries ex- 
tending aid, the stigma of charity or political exploitation tends to 
adhere to many forms of international assistance, including assist- 
ance by developing countries. In Africa some of the stigma is the 
result of the policies of Kwame Nkrumah, who was perhaps the first 
of the African leaders to grasp the possibilities of cooperation for 
development between African countries, but who corrupted the con- 
cept through political exploitation. Nigeria's decision to assist only 


when specifically requested to do so has no doubt been influenced by 
the Ghanaian experience. 


Mutual assistance does not constitute national policy in most Latin 
American countries, despite clear commitments to the concept in the 
Alliance for Progress and persistent efforts of the Organization of 
American States (OAS) to assure recognition of its importance. Though 
the capacity for sharing is larger and the intracontinental political 
conflicts are more subdued in Latin America than in Africa or Asia, 
the Latin American mutual assistance efforts are not commensurate 
with resources or opportunities. 
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This analysis is not meant to imply that every developing country 
should necessarily launch a broad program of sharing scarce re- 
sources. Hastily conceived or inadequately supported activities often 
do not justify the heavy financial and human investment such pro- 
grams require. Obviously the success of sharing will be determined 
largely by the quality of assistance given. A program of mutual as- 
sistance could affect a country adversely if the quality of aid given 
were poor or if the program were badly organized and inadequately 
funded. This does not mean that lack of funds or inadequate organi- 
zational machjnery need deter developing countries from sharing 
their resources with each other. These inadequacies might, how- 
ever, suggest the need for tripartite or multilateral rather than 
strictly bilateral arrangements—a new ''mix'' for a new dimension in 
international cooperation. 


Short-Run and Long-Run Effects 





The experiences of Israel and other developing countries indicate 
that mutual aid can bring both partners rich rewards. The costs of 
technical assistance from one developing country to another, particu- 
larly within the same region, are often considerably lower than those 
from an economically advanced country. Travel costs for a Turkish 
expert going to Iran, for example, are a small fraction of those for a 
European ora U.S. expert going there. Also, salaries of experts 
from developing countries are as a rule considerably lower than those 
of U.S. and European experts. Training expenses, too, are often 
lower in developing countries. U.S. officials have estimated that the 
cost of their "'third-country" training in Mexico ran about half that of 
comparable activities in the United States. 


When these cost advantages are combined with linguistic and cul- 
tural affinity—as in Mexico for trainees from Spanish-speaking coun- 
tries of Latin America—the benefits of mutual assistance between 
developing countries are obviously even greater. 


Providing opportunities for technicians and leaders from develop- 
ing countries to observe each other's developmental achievements is 
another simple and effective way of passing on experience and quickly 
initiating the process of mutual assistance. Thus, experts from 
other African countries can profit from observing Tanzania's accom- 
plishment in organizing 7, 000 local village development commissions 
to spearhead numerous self-help projects; Venezuela's Dividendo 
Voluntario para la Comunidad (Voluntary Dividend for the Community), 
which has mobilized extensive local resources for community develop- 
ment, can provide incentive and precedent for similar efforts else- 
where. And the frequent visits of foreign leaders and others to Israel 
have inspired new ventures in other parts of the developing world. 
While many observation programs, usually sponsored by economically 
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advanced countries, have taken place in developing countries, this 
rich experience could be better utilized if more of the developing 
countries themselves took the initiative. 


The long-run effects of mutual assistance between developing 
countries are likely to be even more profound. As sharing grows in 
volume, it can be expected to generate a new spirit of mutuality to 
replace the prevailing donor-recipient relationship. This can pro- 
foundly benefit relations between developing countries and between 
developing and developed countries. 


Steps to Promote Mutual Assistance 





On the basis of the findings of this study, some new policies and 
institutional arrangements seem advisable. Asa start in this direc- 
tion, the following steps should be considered. 


Financial measures. Lack of capital should not prevent the launch- 
ing of otherwise viable and sensible programs of cooperation between 
developing countries or limit the effectiveness of these programs. 
International agencies and developed countries could alleviate the 
problem of financial shortages by assigning higher priority to the 
support of such activities. The financing patterns developed by Israel 
and the UN Special Fund in Upper Volta and by Israel and the OAS in 
Latin America might serve as examples. 





Another approach might be for developed countries and interna- 
tional organizations to earmark a certain amount or percentage of 


their technical assistance funds for the support of programs of coop- 
eration between developing countries. 


In a companion move the United States might make some of its 
local currency holdings in developing countries available for mutual 
assistance activities. These funds could be used, for example, to 
help finance or develop additional training establishments in India, 
Taiwan, Israel, and elsewhere for trainees from developing coun- 
tries. They could also help finance international travel costs of 


trainees and experts participating in programs of cooperation be- 
tween developing countries. 


Since the cost of air travel is a major deterrent to increased con- 
tacts between developing countries (particularly foreign short-term 
training and observation visits), reduced fare arrangements should 
be considered for those who participate in programs of cooperation 
sponsored by developing countries. There is precedent and opera- 
tional experience for such arrangements in the special youth and 
student fare plans available in some countries. 
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Training programs. When feasible, cooperative arrangements 
should be introduced into both national and international training pro- 
grams for developing countries. Judging from Israel's experience, 
one easy and effective way is to invite personnel from developing 
countries to participate as staff members in training programs. 
Preferably such personnel should be alumni of programs similar to 
those in which they would be participating as staff members. An- 


other technique is joint planning and staffing with host countries of 
on-the-spot training courses. 





Other countries might also adopt Israel's use of the trainees' own 
languages in courses expressly prepared for particular national 
groups; the employment of leader-guides; and the principle of team 
training, which makes it possible for trainees to reinforce each other 


after they return home and thus better retain the effects of their 
training. 


Developing countries should examine the capacities of their train- 
ing and educational institutions and, if feasible, open these institu- 
tions to other countries. The developed countries can aid in this 
process by expanding or initiating new third-country training pro- 
grams. In this connection the United States might utilize local cur- 
rencies to extend its own Third Country Training Program to coun- 
tries not now included. 


When new training agreements, particularly for middle-level 
personnel, are concluded, beneficiary countries should be asked to 
pledge the services of at least one alumnus of a particular program 
as a staff member for a later course or for short-term assignment 
to another developing country at a later date. This would establish 


reciprocity in technical assistance and would stimulate the chain re- 
action effect. 


Volunteer programs. The use of volunteers or ''associate experts'' 
in technical cooperation can and should be expanded. The UN Asso- 
ciate Expert system offers valuable experience, but its relatively 
high cost suggests that other approaches should be explored. Coun- 
tries with successful domestic volunteer programs should be encour- 
aged to make some of their volunteers available for service abroad. 
This is the concept underlying Argentina's proposed Maestros para 
America Latina and the U.S. Volunteers to America pilot program. 
Properly conceived, such programs could be relatively low in cost. 











Capital funds. Developing countries that have capital surpluses 
or large reserves of hard currency should share these surpluses with 
other countries to a greater extent than they are now doing, either 
through bilateral loan arrangements, as Kuwait does, or through ac- 
tive participation in consortia and international financial institutions. 
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The capacity of some countries to contribute capital resources and 
of others to share human and institutional resources might form the 
basis of fruitful bilateral cooperation programs. 


Expert services. In some specialties where the need for experts 
is most critical (such as medicine), developing and developed coun- 
tries should adopt the concept of service abroad as part of the total 
educational process. Thus, part of the period of internship or prac- 
tical training of physicians and specialists would be spent working in 
institutions of another country, preferably a developing country. The 
reciprocity ingredient of such a program is very high, since both 
student and host institution benefit from the arrangement. A success- 
ful prototype of this plan has been developed in the Ophthalmology 


Department of the Hebrew University-Hadassah Medical School in 
Jerusalem. 





Experts should be encouraged to act as "relays, '' transmitting 
successful development experience of one country to another. Be- 
cause of their professional contacts and opportunities to travel, ex- 
perts, particularly those who have extensive international experience, 
are favorably situated to initiate or stimulate chain reaction effects. 


Association for Mutual Assistance 





An Association for Mutual Assistance is proposed with member- 
ship open to all countries. Its major functions would be: 


1. To provide up-to-date information on the capacities of mem- 
ber countries to share human and institutional resources. An 
inventory should be taken so that the association could find out what 
training facilities, expert services and capital resources, if any, 
countries are able and willing to provide. This could be followed 
by a pilot study to determine whether some form of rating system 
of facilities is feasible or advisable. The initial inventory, in addi- 
tion to providing much-needed information, would help generate 
interest in and awareness of the association's purposes among gov- 
ernments and the professional elite in the developing countries. 
Once the basic data are available, the association would keep the 


inventory up-to-date through periodic reports from member coun- 
tries. 








2. To facilitate contacts and negotiations between cooperating 
countries and assist in matching needs to resources. Because the 
developing countries lack funds, information and operational experi- 
ence in mutual assistance, essential and perhaps key functions of 
the association would be to bring interested parties together, match 
requests for assistance to offers, and find sources of financing. 
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3. To encourage new concepts and forms of joint ventures. 
Joint technical assistance efforts by two or more developing coun- 
tries, perhaps through some type of pooling arrangement, should be 
facilitated by the association. Similarly, it should explore prototypes 
for joint capital ventures that would provide a strong local training 


program and allow an orderly, gradual withdrawal of the foreign 
partner. 





4. Tocentralize, store, and disseminate useful experience in 
development for the benefit of member countries. The thousands of 
people in responsible positions in the international development effort 
are gaining valuable experience and insight into problems of develop- 
ing countries. The association would develop a standardized report- 
ing system on development experiences and make the reports readily 
accessible to member countries and research organizations. 








5. To provide administrative assistance. Many countries partici- 
pating in programs of cooperation do not have the desire, the ability 
or the experience to establish special administrative machinery for 
the programs. When necessary the association would share adminis- 
trative responsibility with the country in which activities were being 
conducted. Since the association would be basically non-operating, 
it would, with the consent of the parties concerned, have the option 
to contract for administrative services with existing national or in- 
ternational agencies. 





The association would be primarily a service agency, and its staff 
would consequently be small. Most of its operating expenses would 
be defrayed from charges and other fees for services performed. 
The association would have a close relationship to the UN family, but 
would function independently of it. It would need much flexibility and 
imagination to be effective, and therefore should not be tied to estab- 
lished, sometimes cumbersome, procedures and structures. Much 
of its success, particularly during the early period, would also de- 
pend on the attitude of the developed countries. They could show 
their faith in the association by contributions to the initial fund re- 
quired to establish it; by their willingness to assist in financing pro- 
grams of cooperation of other members of the association; and by 
using the services of the association to promote new mutual relation- 
ships between themselves and developing countries. 


[ Excerpted from Israel and the Devel- 
oping Countries: New Approaches to 
Cooperation. New York: The Twen- 
tieth Century Fund, 1967, Chapter 15, 
pp. 261-273. ] 
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WAYS OF REDUCING TIED AID AND ITS REAL COSTS 
Jagdish N. Bhagwati 


[ Based on a technical discussion of the theory, practice, and prob- 
lems of aid tying, constructive suggestions are outlined for minimiz- 
ing its detrimental effects on recipient countries and for gradually 
reducing its prevalence. | 


Aid tying ican impose large costs on recipient coun- 
tries. Avaigable empirical studies underline the 
actual exist#nce of such costs—e.g., trade diversion- 
ary effects bf aid tying: as trade diversion increases, 
so will the Lost of aid tying to recipients, other things 
being equaf. 


Simultajieous untying of aid by all donor countries, 
however, ig certain to leave the United States, in 
particular, with the problem that a large part of pro- 
curements from its aid—about 30-35 percent—is likely 
to "leak" into non-United States sources of supply, 
thus making the task of eliminating its payments defi- 
cit correspondingly more difficult. 


Hence, it is necessary to consider two different 
varieties of proposals: 1) those that relate to the un- 
tying of aid, while making due adjustments for the 
difficulties; and 2) those that are based on the as- 
sumption that aid tying must continue, and which 
therefore are addressed to reducing the adverse ef- 
fects of aid tying on the recipient countries. 





Proposals for Untying Aid 





The prospect for a concerted elimination of aid 
tying would improve slightly if international liquidity 
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could be significantly expanded so that the United States reserve 
position improves and the reserve accumulation from excess of re- 
ceipts over payments by other countries is eased. An alternative 
suggestion, following an analogy with trade liberalization, would be 
to work out some form of payments arrangement to finance marginal 
deficits that arise for individual donor countries such as the United 
States on aid account alone. The real problem with such an arrange- 
ment for an aid payments union is that it is not possible to identify 
imports financed by aid as against other imports. This "arbitrari- 
ness'' makes some kind of convention, in identifying "'truly'' aid- 
financed imports, necessary; and this, in turn, makes the proposal 
for a payments union directed merely at financing deficits on aid ac- 
count difficult to implement. Furthermore, the United States, with 
its preponderant aid outflow, will run up continuing deficits within 
such an aid-account payments union, thus making its continued exist- 
ence precarious. 





It is therefore more realistic to consider the possibility of a 
simultaneous and progressive reduction in aid tying by small but 
similar amounts by all donor countries. Aside from the merits of 
concerted action and an explicit recognition of competitiveness in 
aid tying, it should also be easier for payments surplus countries 
such as the Federal Republic of Germany to convince their public 
that the remaining aid tying by payments deficit countries such as 
the United States is ''justified'' because it reflects both the larger 
aid flows and the deficit situation. 


On the other hand, under such a reduction in aid tying, surplus 
countries such as France might ultimately be left with some degree 
of aid tying while deficit countries such as the United Kingdom might, 
in view of their lower aid expenditures, be left with none. It might, 
therefore, be more appropriate if the large-aid, surplus countries 
were to reduce their aid tying in larger proportions than other 
donors. 


Proposals on Assumption that Aid Tying Will Continue 





Other measures for reducing tied aid as well as its detrimental 
effects can be subdivided into those which require initiatory and 
permissive action by the donor countries and those which can be 
implemented by the recipients on their own initiative. 


Action by donor countries. Among the simpler, but not unimpor- 
tant, measures that could be adopted are the following: 





1. Greater facility for recipient countries to 'program" their 


foreign exchange utilization could be provided. This can be done 
by adoption of the consortium approach, wherever possible, 








enabling the recipient country to seek and exploit possibilities of 
introducing greater competition among aid-financed suppliers. 


2. Donor countries could avoid joint tying by source and by com- 
modity, which can lead to serious monopolistic exploitation. 


3. Donor countries could encourage or require competitive ten- 
dering on projects—even when the project is left tied by source. 


4. Donor countries! aid-disbursing agencies could exercise 
greater price vigilance. 


5. An estimated sum of excess cost to the recipient resulting 
from tied aid could perhaps be shown in the budget of the donor 
country as export subsidy rather than as aid. This would bring 
aid figures closer to their ''true'' value, a matter of some im- 
portance when public opinion has become increasingly critical of 
aid. It also would save the recipient country, ceteris paribus, 
interest payments as a proportion of the excess cost so netted out. 





In addition, the donor countries might be persuaded to consider 
rather more ambitious measures. Since it is advantageous for re- 
cipients to have diversified sources of aid in order to secure com- 
petitive prices, donors could consider channeling aid through multi- 
lateral agencies (the International Bank for Reconstruction and 
Development, United Nations agencies, etc.) in cases where tied 
bilateral sources charge excessive prices. 


The donors could also explore the possibility of ''swaps"' under 
which, for example, French aid to Gabon could be swapped for United 
States aid to Guatemala, with source tying equally offset. This would 
leave de jure tying levels intact for each donor while increasing the 
competition possibilities in both Gabon (which is otherwise strictly 
geared to French aid) and Guatemala (which is otherwise overwhelm- 
ingly dependent on United States aid). Such swaps need not pose 


questions of prestige based on ''who builds sornething" if they are 
carried out for non-project aid. 


The donors could also adopt the practice of specifying developing 
countries as possible sources of supply for aid expenditure. This 
practice could contribute towards increased export earnings from 
capital goods exports of developing countries with advanced indus- 
trial structures such as Argentina, Brazil, India, and Mexico. 


Finally, as long as the donors insist on tying aid outflows, it 
makes equal sense for the recipients to demand that the repayments 
be tied as well. This principle is implicit in aid transactions of so- 
cialist countries and, as long as outflows are tied, is worth extending 
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to repayments of aid to developed market economy countries (as is 
indeed the case with the bulk of United States sales for local curren- 
cies). 


Action by recipient countries. Aside from these actions which 
could be undertaken by the donors themselves, the recipients could 
try to reduce the cost of aid tying by self-help measures. 





1. The most obvious thing to do is to adopt sensible procure- 
ment practices, including the invitation of tenders and collection 
of price information from alternative sources. Surprisingly 
enough, tendering is followed in relatively few recipient coun- 
tries. 


2. For recipients with extensive import controls, flexibility 

in retransfers of commodity-specifying licenses is essential. 
When commodity licenses may be shifted among sources, the 
possibility of monopolistic pricing by aid-financed suppliers is 
significantly reduced. The recipient's own import licensing 
procedures, by specifying both source and items simultaneously, 
can create monopoly power for foreign suppliers. By permit- 
ting legal swapping of licenses among sources, control over the 
composition of imports and aid-tying requirements by source 
can be satisfied, and the monopoly power of suppliers can be 
eliminated. Trade-offs between licensees works in this way. 

If someone is, for example, in possession of a United States 
license for a certain level of imports of item x that he does not 
want, he can trade it off for a certain level of imports of item 
x from the United Kingdom with someone who was given a li- 
cense for imports of item y from that country. Thus, the ex- 
change would leave the first licensee with the same level of 
imports of x, but without being limited to United States sources, 
and the second licensee with the same level of imports of y, 

but without being limited to United Kingdom sources. Such 
trade-offs would thus preserve the priority pattern of imports 
and ensure expenditure of aid on tied sources, while establish- 
ing conditions of competition. 


[Excerpted from ''The Tying of Aid, "' 
Growth, Development Aid and Finance 
(Synchronization of International and 
National Policies). New York: UN 
Doc. No. TD/7/Supp. 4, 1 November 
1967, pp. 49-53. Prepared for the 
second session of the United Nations 
Conference on Trade and Development, 
1 February 1968, New Delhi. | 

















POLICY CHANGES TO INCREASE RESOURCE 
FLOWS TO DEVELOPING COUNTRIES 


N. T. Wang 


[| The developed countries are asked to adapt various aspects of their 
national economic policies to enable the developing countries to in- 


crease their export earnings and the inflow of investment capital and 
foreign assistance. | 


The flow of financial resources to developing coun- 
tries has increased little during the 1960s, and there 


is as yet no clear indication of any dramatic increase 
in the near future. 


The purpose of this essay is to examine the under- 
lying reasons for this impasse and to suggest new ini- 
tiatives in bringing about a significant increase in the 
flow of development finance. The accent is on the in- 
crement, which is more and more difficult to obtain. 


Progress either on the trade front or on the aid front 
has been slow at best. 


The specific reasons for this slow progress in 
bringing about the desired objective, whether through 
a ''New Trade Policy'' as spelled out in the United 
Nations Conference on Trade and Development or by a 
massive direct financial transfer of the Marshall-aid 
variety, are not difficult to identify. 


Problems of Implementing Key Trade Proposals 





Increased finance through reorientation of world 
commodity policies has been difficult to achieve, 
mainly because a commodity-by-commodity approach 
necessarily draws attention to the diversity of 


Dr. Wang is Chief of the Economic Survey 
Section of the United Nations Secretariat. 
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interests existing not only between producers and consumers, but 
also within each of these groups. Only a few commodities have been 
brought under any kind of international agreement. 


While proposals for the transfer of resources through a multi- 
commodity approach have also been the subject of international dis- 
cussion, no concrete steps have been taken to establish an arrange- 
ment such as the proposed Development Insurance Fund, which would 
automatically compensate for the major portion of shortfall of export 
proceeds. The reluctance of the developed countries to contribute 
funds for such a purpose has been the chief reason for lack of prog- 
ress. 


Nor has the suggestion of an international organization dealing 
with major commodity markets to ensure ''remunerative prices" to 
the developing countries been seriously considered, because im- 
provement in the terms of trade for some producers of primary 
products brings deterioration in those of their trading partners. 


Progress in measures designed to increase finance through favor- 
able treatment of the exports of manufactures from the developing 
countries, especially by preferential tariffs, has been equally unin- 
spiring. Opinions among supporters of preference have been sharply 
divided over a general or selective scheme. 


Schemes which depend on collective action by the developed coun- 
tries are necessarily impractical unless all the pivotal countries are 
in favor of them. The pioneering effort of the Australians in intro- 
ducing preferential duties on imports of selective manufactures from 
the developing countries has not been duplicated by other countries. 
Moreover, there is a lack of enthusiasm on the part of many develop- 
ing countries that do not have actual experience or substantial inter- 
est in manufactured exports. 


Increasing Stringency in Aid Finance 





In the realm of direct financial transfers, the lack of progress is 
also striking. In the context of full employment, capital is indeed 
often looked upon as a scarce resource even in the developed coun- 
tries. The transfer of resources to the developing countries has been 
looked upon as a real cost to the exporting countries, in terms of 
sacrifice in rate of growth of the economy. The pressure on real re- 
sources is most clearly shown in the balance-of-payments deficits of 
many important capital exporters, notably the United States and the 
United Kingdom, in recent years. A natural reaction to such a phe- 
nomenon is the pruning of all expenditures on the external account. 











Reluctance to expand the quantity of aid finance is paralleled by 
difficulty in improving the terms of finance—two aspects which are 
closely related. The tying of aid to procurement in the donor coun- 
try has been aimed at minimizing the balance-of-payments impact of 
the outflow. Likewise, shifts from grants to loans, rises in interest 
charges, and the shortening of grace and repayment periods reflect 
tight money markets under inflationary pressures. 


New Initiatives and Proposals 





While efforts to secure concessions in the realm of trade, an in- 
crease in direct transfer of resources, and improvement in terms of 
finance should be continued, it is not too early to seek new initiatives 
in development finance. These initiatives, moreover, can comple- 
ment trade and aid in a concerted program for action. Before the 
content of new initiatives and proposals is outlined, the main orienta- 
tion should be made explicit. Once the requirements for development 
finance are demonstrated, pressure of demand will not ensure the 
supply, and the ''elasticity'' of supply with respect to external pres- 
sure may be very low, if not negative. The limiting factor rests 
clearly with the supply side. A breakthrough in development finance 


might, therefore, come about by probing possible alternative sources 
of finance from the developed countries. 


An effective approach may be the working out of devices which will 
bring about an increased flow of development finance with due regard 
to the problems of the developed countries. Such devices imply a 
strategy quite different from the prevailing practice of condemning 
all measures that developed countries have introduced to minimize 
the adverse effects of development finance on their economies. The 
strategy should seek ways and means to minimize the harmful effects 
of restrictions. To use food aid as an example, if the choice is be- 
tween aid from surplus disposal and greatly reduced aid, attention 
might be called to the effect of such aid on food production in the re- 
cipient country or to means of avoiding distortion in commercial 
trade. But, more important, the strategy is not limited to ameliora- 
tive or safeguard measures; rather, it should turn the otherwise re- 
strictive measures into positive programs. In the actual practices 


of developed countries grappling with their own problems can be found 
ingredients for the new initiatives in development finance. 


Finance through Trade Policy 





With the infusion of aid with trade and the proliferation of types of 


aid, the distinguishing features between pure trade and pure aid have 
lost much of their sharpness. 
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It cannot be overemphasized that if the trade initiative can bring 
about a significant breakthrough, all the needs of development finance 
may be met. But this is neither contemplated nor likely. In con- 
trast, measures which may be adopted as a by-product of other poli- 
cies have enjoyed relatively easy acceptance. An example is the 
lack of resistance of the developed countries in the Kennedy-round 
negotiations to the waiving of strict reciprocal concessions by the 
developing countries. Although this involves a basic change in one 
of the fundamental principles of trade negotiation, it is accepted not 
primarily as a deliberate revision of doctrine but as a matter of 
convenience for facilitating the negotiations, which are chiefly con- 
cerned with relations between the developed countries. 


The application of the above analysis points to a new emphasis that 
will render trade proposals less ambitious but more practical. 


A New Focus 





A broad extension of the principle of aid from the trade area to 
many other important policy areas is possible. Such an extension is 
not to be viewed as a substitute for direct financial transfers or trade 
concessions but as a natural sequel to aid and trade. Nor is it to be 
viewed as a retreat from a vigorous attack on the problem of devel- 
opment finance. On the contrary, a partial attack is to be replaced 
by a total attack. The new approach seeks to find out what the devel- 
oped countries can do for the developing countries in all areas of 
policy—whether national planning, government procurement, tax ar- 


rangements, or administrative measures—that are consistent with 
their own interests. 


Finance through National Planning 





A certain amount of national planning on the part of the developed 
countries is required if adjustments within the domestic economy 
necessitated by the granting of development finance are not to be irri- 
tating, and thus constitute a major obstacle to the flow of such finance. 
An example of this sort is the effect an international commodity 
agreement may have on domestic agriculture. Similarly, restrictive 
measures imposed on imports of cotton textiles from the developing 


countries may well reflect a preoccupation with domestic considera- 
tions in the developed countries. 


In setting national goals the question should also be asked whether 
the purpose of facilitating the development of the developing coun- 
tries—or of providing development finance in the broad sense—can 
also be fulfilled. The question of how a government should deal with 
the problems of adjustment relates to the entire design and implemen- 
tation of a national development program. Even for countries which 
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do not have a formal development plan, there are, in fact, important 
policies and programs shaping the development of particular eco- 
nomic sectors, as well as the economy as a whole. Agriculture and 
cotton textiles are cases in point. Food aid to developing countries 
requires not only appropriate policies for trade, but also the setting 
of production goals consistent with the feeding of the food-deficit 
areas. This is especially clear with the gradual disappearance of 
food surpluses. An essential feature of the ''Food for Peace" pro- 
gram is therefore the attention that is paid to planning domestic pro- 
duction. Further examples of the importance of domestic planning 
may be found in the case of sugar and cotton textiles. Imports from 
the developing countries may be greatly facilitated if, by deliberate 
planning, the domestic beet acreage is reduced and the domestic tex- 
tile industry concentrates on production of the finer grades. Appro- 
priate national planning, especially for the structure of industries, 
on the part of the developed countries can also serve the same pur- 


pose as an explicit transfer of financial resources to the developing 
countries. 


A practical step toward finance through national planning would be 
a systematic review of all development plans and the instruments for 
implementing them from the standpoint of exactly how they assist the 
developing countries, directly or indirectly. Parallel with the es- 
tablishment of a foreign-assistance chapter in national budgets or 
the recent addition of a trade-and-development chapter to the General 
Agreement on Tariffs and Trade, should be a chapter on planning in 
favor of developing countries in all its ramifications in the develop- 
ment plans of the advanced countries. Indeed, the developed coun- 
tries have often urged the developing countries to engage in economic 
planning in the interest of effective utilization of aid; an equally per- 
suasive argument can be advanced for planning on the other side. 
The benefit from this is, moreover, not limited to improved aid as 
such to the developing countries but would promote rational distribu- 
tion of industrial activities and division of labor among countries. 


Finance through Procurement Policy 





In many cases, the manner in which the government conducts its 
daily administration is more important than the design of the plan it- 
self. Government procurement is a case in point. Owing to the 
gradual expansion of government functions the share of such procure- 
ment in total national expenditures has become sizable. Most gov- 
ernments favor domestic sources of procurement, though the exact 
manner of attaining this end is often not obvious, nor is it usually 
authorized by specific legislation. In some cases, preference for 
domestic products is based on legislation; in the United States this 
covers about $35 billion of expenditures annually in recent years. 
Much of the practice appears to be purely a matter of administrative 
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decision: the Buy-American Act did not specify the precise cost dif- 
ferential that would justify foreign procurement. 


A minor revision in procurement practice in favor of the develop- 
ing countries would have a substantial effect on these countries. For 
the United States alone, a one percent diversion of expenditures from 
domestic sources to developing countries would yield several hundred 
million dollars for the latter. One simple measure of a ''development 
finance rider'' to procurement policies is to treat the developing 
countries on the same terms as domestic suppliers. Even if this is 
not completely acceptable, a more lenient differential applied to the 
developing countries will go a long way inthis direction. In any case, 
prohibition of the use of government funds for the purchase of spe- 
cific goods from the developing countries should be reconsidered. 


That this proposal is feasible has been demonstrated by experience; 
e.g., inthe United States, certain Canadian materials and goods have 
actually been treated as American for procurement purposes. More- 
over, in connection with its tying of aid to procurement, ''an orderly 
cessation of commodity procurement" has been limited to most of the 
developed countries, while purchases in the developing countries are 
permitted. 


The adoption of a procurement policy in favor of the developing 
countries has several important advantages. 1) It is not in direct 
conflict with the primary policy objective of favoring domestic sup- 
pliers, because the major competition comes from other developed 
countries. 2) It can be implemented as soon as a policy decision is 
made by the government, without prolonged legislative debate and 
action. 3) It is sufficiently flexible so that under special circum- 
stances the favorable treatment of the developing countries can be 
terminated on the ground of national interest. 4) Perhaps most im- 
portant, it can be implemented by a single country or any number of 
countries, and thus no prolonged negotiation for international agree- 
ment is necessary. Indeed, since the favorable treatment of the de- 
veloping countries is largely at the expense of other developed coun- 
tries, there is an automatic, though admittedly imprecise, mechanism 
for a broad distribution of the real burden of such a measure among 
the developed countries, including those which do not make such a 
provision. 


It may be argued that such favorable treatment for the developing 
countries is based on discrimination in favor of domestic suppliers 
that is in itself undesirable. If such discrimination already exists, 
a development finance rider will constitute an improvement. More- 
over, so long as the source of development finance is varied and is 
not exclusively dependent on this channel, there is little danger that 
finance through procurement policy would corrupt the entire system 
of government procurement. 





Finance through Tax Policy 





The use of tax measures to stimulate development finance has 
been largely neglected. No systematic effort has been made to obtain 
appropriate measures in every developed country for this purpose. 
Most recent discussions on tax measures in favor of the developing 
countries have been related to trade in primary commodities. The 
concern about high internal taxes on commodities chiefly exported by 
the developing countries has been a logical extension of the appeal 
for the removal of tariffs and revenue duties on such commodities. 
Some progress has been made in this direction in respect of certain 
tropical products. 


The use of tax policies in favor of capital flow to the developing 
countries is potentially of great importance. Thus, tax exemption 
for income from bonds issued by lending institutions chiefly engaged 
in the financing of projects in the developing countries can materially 
increase the flow of resources through this channel. The favorable 
tax treatment of obligations of the World Bank is a case in point. Yet 
in this respect the practices of the developed countries are by no 
means uniform. 


There are many neglected areas in which a relative tax disadvan- 
tage actually exists for investment in developing countries. For ex- 
ample, such investment does not usually enjoy the same accelerated 
depreciation or investment allowance as domestic investment. Re- 
moval of the tax disadvantage would be a first step toward favorable 
treatment of the developing countries. In addition, most of the ad- 
vantages of finance through procurement policy mentioned in the pre- 
vious section would in general apply to tax measures. 


What needs to be emphasized here is that the tax systems of differ- 
ent countries are extremely varied. Whether it is a matter of inter- 
pretation of existing legislation or authorization by new legislation 
depends on particular instances. But, whatever the tax system, 
favorable treatment of the developing countries through tax exemption 
or incentives can be fairly easily accomplished without a fundamental 
restructuring of national systems or international harmonizing of 
measures. It would be quite feasible and practicable to have ''devel- 
opment finance now and harmonization or coordination later. "' 


On the other hand, it may be contended that finance through tax 
policy is not as pinpointed in its effectiveness as a given expenditure 
of direct aid. Concern has also been expressed as to whether artifi- 
cial incentives for capital flow to the developing countries might not 
violate the principle of neutrality in tax policy. Furthermore, the 
particular form of capital flow may not be welcome in certain devel- 
oping countries. The answer to these arguments is not difficult. As 
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far as the degree of pinpointedness is concerned, it is not always a 
decisive consideration in the choice of policy. Even in the case of 
direct financial transfer, program finance is, for example, less pin- 
pointed than project finance, but there are circumstances in which a 
shift of the weight in favor of the former may be desirable. More- 
over, some degree of selectivity may be introduced in favorable tax 
treatment by laying down certain conditions of eligibility. With re- 
spect to tax neutrality, it will be observed that in the context of aid, 
neutrality is hardly relevant. The whole purpose of the tax policy in 
favor of the developing countries is to effect a reallocation of re- 
sources which would otherwise not take place. Moreover, if the tax 
incentives operate largely on private investment, the market mecha- 
nism still operates as a regulator of investment allocation among the 
developing countries. There is nothing in the tax policy itself to pre- 
clude purposive direction of private investment, especially on the 
part of the recipient countries themselves, in accordance with their 
national development strategies. 


Finance through Credit and Monetary Policy 





On the borderline between fiscal and monetary policies are meas- 
ures such as the recent United States Interest Equalization Tax, 
which exempts capital flows to the developing countries from the 
levy. Several features of this measure are noteworthy. It grants 
favorable treatment to the developing countries as long as the major 
aim of national policy—in this case meeting the payments deficit— 
is not negated. It can be applied flexibly. Precisely which coun- 
tries should be considered ''developing'' may vary according to the 
particular purpose. For example, a number of Middle Eastern 
countries, judged not to be in need of an inflow of capital, have been 
treated as developed countries. 


In a lecs formal arrangement, executive guidelines for the flow 
of private investment have also accorded favorable treatment to in- 
vestment in the developing countries. In the United States, the new 
guidelines of December 1965 for direct investments asked each of 
about 900 non-financial corporations to hold its investment in the 
advanced countries to a specified level. In the United Kingdom, the 
voluntary program in 1966 requested British residents to refrain 
from investing in certain sterling countries (Australia, New Zealand, 
South Africa, and Ireland), considered developed. Furthermore, the 
guidelines governing American bank credit to foreigners have ac- 
corded priority to funds destined for the developing countries. Al- 
though the precise benefit to the developing countries from these 
measures may be limited, the principle of specially favorable treat- 
ment of the developing countries has been established beyond doubt. 








In a more positive measure, the provision of special credit facili- 
ties for the developing countries is the function of many international 
institutions, such as the World Bank Group and regional development 
banks. The extension of credit on concessionary terms by these in- 
stitutions is well-known and is made possible by a series of measures 
adopted by governments: notably, authorization for financial agencies 
to hold obligations of development institutions, guaranteeing of these 
obligations, as well as budgetary appropriations for their financing, 
and tax exemptions. What is abundantly clear in recent years is that 
favorable treatment of the developing countries has become more ex- 
plicit. For example, recently the interest rates charged on loans 
extended by the World Bank to developing countries have actually been 
lower than those to developed countries. 


A proposal for enlarging the flow of resources to the developing 
countries through an interest subsidy has been advanced by Dr. 
Horowitz [Governor of the Bank of Israel]. In essence, the proposal 
is to shift a part of the capital flow from budgetary allocations to the 
capital market. From the point of view of transfer of real resources, 
it makes little difference, of course, whether the transfer is through 
the budget or the capital market. But, there are important advan- 
tages in financing through the capital market. A flow of funds through 
the capital market to the developing countries may be much easier to 
secure than appropriation of budgetary funds. Thus, for the same 
amount of financial flow to the developing countries, financing through 
the government budget directs attention to the necessity of cutting 
competing expenditures or increasing revenues, while financing 
through the capital or money market may require certain delicate 
adjustments in liquidity management—which is not closely linked 
with the purpose of development finance. It may be possible for a 
surplus country to increase its holdings of obligations of such insti- 
tutions as the World Bank, or, conversely, for a deficit country to 
decrease its holdings. In this connection, the flexibility of adjust- 
ments in development finance to meet variation in payments condi- 
tions would be greatly facilitiated if mechanisms for such adjustments 
were established. The various programs of cooperation between cen- 
tral banks would be a step in this direction. A more formal arrange- 
ment could be made by providing rediscount facilities or repurchase 
arrangements by the international monetary authority for certain in- 
ternational obligations, such as those of the World Bank. In this 
way, a liberal policy toward the holding of a portion of international 
liquidity in the instruments of development finance, such as World 
Bank bonds, would be encouraged. 


This leads to a consideration of the role of the international mone- 
tary system in development finance. A series of measures aimed at 
improving this channel have, in fact, been adopted in recent years. 
The compensatory financing facility, introduced in 1963, and 
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broadened in 1966, at the International Monetary Fund, was explicitly 
designed to assist producers of primary commodities facing short- 
falls in export proceeds due to causes beyond their control. Less 
formal methods of easing the conditions for Fund credit to the devel- 
oping countries have also been suggested. More generally, propos- 
als have been made to link the reform of the international monetary 
system with the provision of finance to the developing countries. It 
should be recognized that in any monetary reform special attention to 
the needs of the developing countries is not necessarily inconsistent 
with the principle that the tail should not wag the dog. It is encour- 
aging that international opinion has placed more weight on the stake 
of the developing countries in such a reform. The Emminger Report 
to Ministers and Governors of the Group of Ten has exhibited a 
greater appreciation of the interests of the developing countries than 
the Ossola Report to the same group, submitted earlier, and current 
discussions on various proposals are no longer confined to the finan- 
cial centers but are beginning to include representatives of the devel- 
oping countries. 


Finance through Other Policies 





The foregoing list of possible instruments by which the flow of re- 
sources to the developing countries might be augmented is far from 
exhaustive. But it should demonstrate beyond doubt that the scope of 
possible sources of development finance, in the broadest sense of the 
term, can be considerably larger. At the same time, the categories 
within which each instrument might be classified are not watertight. 
Administrative arrangements might shade into many categories. 
Thus, administrative provisions regarding government procurement 
may be considered under national planning, as well as fiscal policy; 
foreign exchange controls border on fiscal and monetary policy. 


In order to make it clear that the list is designed to indicate the 
breadth of coverage, a few examples which may not readily fall 
within a particular category already enumerated are given below. 


A well-known administrative obstacle to expansion of trade with 
the developing countries is the strict, sometimes harsh, interpreta- 
tion of sanitary regulations and specifications. Thus, beef imports 
from certain developing areas may be prohibited simply because of 
a reported occurrence of a certain cattle disease. 


Another administrative obstacle affects the flow of skilled person- 
nel to the developing countries. Rules regarding personnel often 
discourage overseas service as they involve loss of seniority or 
other privileges. Measures to ensure that such service would not 
entail disadvantage would go a long way toward promoting effective 
technical assistance, which is an important counterpart of the 








financial flow. In amore positive way, such service may be consid- 
ered as part fulfillment of essential conditions for promotion (as in 


the United Kingdom) or of requirements for national service (as in 
France). 


A further way of encouraging the flow of resources to the develop- 
ing countries is through government guaranties. For example, since 
1959, the Investment Guaranty Program of the United States has 
been directed specifically to these countries. Insofar as the pre- 
mium paid for the guaranties may be low relative to the risk there 
is an element of implicit subsidy. This subsidy appears also to exist 
in connection with export-credit insurance, for which the same pre- 
mium may be charged for the developed and developing countries 
irrespective of apparent differences in risks. 


[ Condensed from New Proposals for 
the International Finance of Develop- 
ment. Princeton (N.J.): International 
Finance Section, Department of Eco- 
nomics, Princeton University, Essays 
in International Finance No. 59, April 
1967, pp. 2-18. ] 
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IMPROVING THE EFFECTIVENESS OF FOOD AID 


J. P. O'Hagan and T. Lehti 


[It is in the interest of both developed and developing countries for 
bilateral and multilateral food aid to be better coordinated and more 
effectively integrated into development strategies. | 


In view of the stagnation of the overall aid flow, 
there is an increasing need to make the best possible 
use of it. The maximization of the beneficial effects 
of food aid and the avoidance or minimizing of any 
harmful side effects on agriculture are basically 
tasks for the recipient country. But donors, too, 
have an obvious interest in the efficient use of food 
aid. They will, therefore, wish to ensure as far as 
possible that they and the recipient countries are fol- 
lowing policies that contribute to this end. 


The experiences of individual countries that have 
received large-scale food aid have yielded varying 
results depending on the circumstances and policies 
of the country, the magnitude of the food aid relative 
to the total food supply from other sources, and the 
manner in which the food aid has been administered. 
Although the specific question of possible harmful im- 
pacts of large-scale food aid on the agriculture of the 
recipient countries requires further investigation, 
the general inference of existing studies would seem 
to be that, with suitable policies, such harmful im- 
pacts can be avoided. The basic requirement is a 
national food policy which effectively integrates aid 
supplies with those from domestic production 
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and offsets any adverse effects on producer price incentives with 
other assistance to agricultural development. Other policies of par- 
ticular relevance include those relating to the choice of projects fi- 
nanced through food aid, and their position within the agricultural or 
overall economic development plan; and practices with regard to any 
counterpart funds from the sale of the food aid supplies, within the 


country's overall fiscal and monetary policy and the financing of the 
development plan. 


In the case of aid to finance individual projects, bilateral donors 
have tried to ensure their control over the use of the food aid through 
their selection of the projects which they finance from among those 
submitted by the recipient countries. It should be recognized, how- 
ever, that to some extent this choice is bound to be illusory, both 
because there have not always been many projects to choose from, 
and because the financing by food (or other) aid of any one project is 
in effect likely to free funds for the financing of other projects over 
which the donor countries have no control, and which may or may 


not accord with the donors' views on the suitability for financing 
through aid. 


The case is more complex for large-scale aid to support the gen- 
eral economic development effort and balance of payments of the re- 
cipient country. It would seem that the kind of assurances that might 
be sought by the donors could only be obtained through a detailed ex- 
amination, jointly with the recipient country, of the entire agricul- 
tural and general economic development plan and the related policies 
of the recipient country, with a view to integrating food and other aid 
into a suitably designed ''package'' to assist the development of the 
recipient country. This is a major undertaking, and a delicate one. 
Multilaterally, detailed reviews of development plans and policies 
have been conducted in the context of some of the aid consortia and 
consultative groups established by the International Bank for Recon- 
struction and Development (IBRD) and the Organization for Economic 
Cooperation and Development (OECD). Such reviews would scarcely 
be practicable for any small country acting alone. Moreover, it 
would probably be uneconomic to arrange a full-scale review where 
the quantities involved were small relative to the total resources de- 
voted to development, or relative to the food supply, and intermedi- 
ate types of assessments might have to be designed for such cases. 


Apart from these cases, however, it would appear that large- 
scale bilateral and multilateral programs call for comprehensive 
country reviews to be undertaken in order to identify the best uses 
of the aid supplies. The United Nations (UN) system already pos- 
sesses the necessary organs for such reviews, in the form of IBRD, 
the International Monetary Fund (IMF), the Food and Agriculture 
Organization (FAO), and the United Nations Development Program 
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(UNDP). But, aside from the consortia technique (which now appears 
to be applied more to short- or medium- rather than long-term re- 
views), no procedures and criteria for such reviews have as yet been 
established. The value of such comprehensive reviews would ulti- 
mately depend on the willingness of recipient countries to participate 
fully and to act on the agreed recommendations. 


The purposes of coordination of food aid activities, both among 
themselves and with other economic development assistance, are 
basically three: to improve the efficiency of the operations; to avoid 
the pursuance of conflicting objectives; and to ensure that the food 
and other aid activities do not have secondary effects that run counter 
to other agreed economic objectives, such as the expansion of com- 
mercial trade at acceptable prices. 


Coordination is thus not an end in itself but a means of pursuing 
agreed aims more effectively. Consequently, a prerequisite for 
meaningful coordination is the existence of a conscious policy or 
strategy. In the present context, there are two relevant policy areas. 
One would relate to food aid specifically, the other to the broader 
question of economic aid in general, in the context of the still wider 


goal of promoting the economic and social development of the low- 
income countries. 


Because of the multiplication of both bilateral and multilateral aid 
programs, the importance of coordinating food and other aid activi- 
ties, as a means of pursuing coherent aid policies, is being increas- 
ingly recognized by governments and the international community. 
This has been evident in the debates on multilateral food aid in both 
the United Nations and FAO bodies. OECD, too, has laid increasing 
stress on these aspects. 


The need for coordination increased with the establishment and 
subsequent expansion of the UN/FAO World Food Program (WFP) 
and the growth in the number of bilateral programs of significant size, 
and is likely to increase further as the programs under the Food Aid 
Convention get under way. The functions of the FAO Consultative 
Subcommittee on Surplus Disposal in safeguarding normal commer- 
cial trade in food aid commodities against excessive disruption are 
also relevant. The drawbacks associated with the separate pursu- 
ance of different kinds of food aid activities indicate that all multi- 
lateral aid programs should, as far as practicable, be channeled 
through one agency. This would seem to accord with the views cur- 
rently held by governments of most donor and recipient countries. 


But even in such a situation, there would still be need for coor- 


dination among the various bilateral programs, and between them and 
the multilateral program. There is also need for a common view 
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among all the agencies and programs assisting the economic growth 
of the developing countries concerning the requirements for, and 
ways of incorporating, food aid in the development activities of these 
countries. Food aid activities of certain kinds have, moreover, 
close relationship with assistance of the IMF to countries experienc- 
ing balance-of-payments difficulties. 


Where policy has been clear as, for example, with regard to the 
potential impact of food aid activities on commercial trade, the gov- 
ernments concerned have taken steps to set up the required coordinat- 
ing machinery. Some progress toward the formulation of a joint pol- 
icy for economic assistance in general among the main donor countries 
(other than those of eastern Europe and the U.S.S.R.) has been made 
in the Development Assistance Committee of OECD, and with regard 
to individual recipient countries coordination has been pursued 
through the aid consortia and consultative groups. 


But despite these efforts, it cannot be said that either a coherent 
aid policy toward the solution of the food problem of the developing 
countries, or with regard to economic development in general, ora 
rational system of aid coordination has as yet emerged. In the inter- 
ests of efficient use of the scarce aid resources, it is to be hoped 
that the series of discussions now taking place in various intergov- 
ernmental bodies, including FAO, UN, the UN Economic and Social 
Council (ECOSOC), the UN Conference on Trade and Development 
(UNCTAD), and OECD, will lead to an early agreement on the re- 
quired policies and strategies, and to the establishment of suitable 
machinery or procedures for coordination. 


The actual forms which coordination might take, provided a con- 
sensus can be reached as to the underlying principles which should 
govern the provision and use of aid generally, would not be simple. 
This is obvious from the variety of desiderata to be harmonized—the 
national interests of donor countries and those of recipient countries, 
the various forms of aid, problems arising from past and current 
resource flows to developing countries, and the constantly changing 
and only partly predictable situations in which both donor and recipi- 
ent countries find themselves. Food aid is far from being the major 
issue involved but it is an issue which can be handled satisfactorily 


only within the wider framework of agreement on, and coordination 
of, all aid. 


[ Excerpted from ''Some Economic and 
Policy Problems of Food Aid," 
Monthly Bulletin of Agricultural Eco- 
nomics and Statistics. Rome: Food 
and Agriculture Organization of the 
United Nations, Vol. 17, No. 2, 
February 1968, pp. 11-12. ] 
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PEACE BY INVESTMENT CORPORATION 
Jacob K. Javits 


[Senator Javits introduced a bill which, if passed by the Congress, 
would authorize the establishment by the United States Government 
of a ''Peace by Investment Corporation" to mobilize a substantial 
volume of small- and medium-sized private savings for investment 
in developing countries. Subsequently, the Senate adopted an 
amendment, also proposed by Senator Javits, to the Foreign Assist- 
ance Act which, as part of a request for reappraisal of the United 
States foreign assistance program, directs that a study be made of 
such a corporation. | 


A new approach to foreign aid is needed now. 
Such an approach is embodied in the Peace by In- 
vestment Corporation we propose today. It is the 
right approach at the right time. 


The gap between the flow of actual economic as- 
sistance from industrial nations to developing coun- 
tries and their absorptive capacity is growing and 
cannot be overcome by aid from governments, by 
international lending agencies, or by private invest- 
ment at the present rate. The requirement for de- 
velopment capital—estimated at between $5 to $20 
billion a year above what is being provided now—is 
simply beyond what is obtainable from the industri- 
alized nations today. Resources on such a scale are 
available only from a major increase in private in- 
vestment. 


The principal function of the federally chartered 
corporation created by Bill S.3415 is to actasa 
catalyst, to tap the vast private resources available 
in the United States and make a portion of it, $1.25 


Jacob K. Javits is the senior Senator from 
New York in the United States Congress. 











billion, available for investment in profit-making enterprises in the 
developing portions of the world. Such a corporation would be ina 
better position than our Government to assist developing countries in 
developing their industries, the skill of their manpower, their dis- 
tribution facilities, and to create new employment. 


The format of a federally chartered corporation is not the novelty 
it was fifteen years ago. Today, this concept is embodied in the 
Communications Satellite Corporation, in the Corporation for Public 
Broadcasting, in proposals designed to cope with the problems of do- 
mestic poverty, and in the economic assistance programs of two 
industrialized countries, the United Kingdom—the Commonwealth 
Development Corporation—and the German Federal Republic—German 
Development Corporation. 


The proposal is predicated on the proposition that Government can 
best achieve broad national objectives by utilizing some of its re- 
sources as ''seed money" or as an incentive to tap vast private re- 
sources. 


In the case of the Peace by Investment Corporation, the initial 
funds of the corporation are provided by Government to attract those 
sources of capital—small and medium investors—for whom investment 
in developing countries would otherwise be too risky. 


Funds from private investors would be attracted to the corporation 
because 1) it would provide for a diversity of private investment over- 
seas, thus minimizing the risks inherent in single project ventures 
or investment in one commodity field; 2) it would give small inves- 
tors an opportunity to participate in pooled investment projects, far 
greater in scope than any thus far attempted, under the skilled man- 
agement which investment of the contemplated magnitude and charac- 
ter would encourage; 3) it would provide the American people with 
an opportunity to participate in a major constructive venture to help 
their fellow men. The corporation would also attract private funds 
because it would provide for profitable investment opportunities. 


The basic criteria for the investment program, outlined below, 
do not mean that the corporation would seek to invest only under the 
most favorable circumstances; onthe contrary, it would seek to de- 
velop new enterprises which have not been able to attract investment 
for one reason or another. It would take risks and it should. It 
could utilize existing U.S. investment guaranty programs—or create 
new ones if its management feels they are needed. It would provide 
technical assistance along with the investments it makes. 
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Bill S. 3415: General Purposes 





This measure is designed to encourage an expanded flow of pri- 
vate capital investment from the United States into economically 
sound enterprises in underdeveloped areas of the world; to enlarge 
the number of private investors participating in this flow of capital; 
to reduce gradually thereby the need for United States public invest- 
ment and grants overseas; to help redirect the total flow of capital 
so that increasing portions go to the underdeveloped areas, and thus 
be in better harmony with the domestic economic needs of the United 
States and the effective management of its international balance-of- 
payments problems. 


Basic Functions 





As an equity investment agency, the Peace by Investment Corpo- 
ration may purchase the securities and obligations of, or make loans 
to 1) any underdeveloped country or political subdivisions thereof, 

2) any public agency or instrumentality of any such country, or 3) 
any private or semiprivate firm, corporation, or association doing 
or intending to do business in any such country or countries. Any 
such purchase or loan shall be to finance or assist in financing any 
undertaking of a profit-making nature to expand such industrial, min- 
ing, construction, or agricultural activity in such country or coun- 
tries as will further the purposes of this Act, and any such undertak- 
ing should place particular emphasis upon the encouragement of 


small- and moderate-sized enterprises and upon achieving widely 
diversified endeavors. 


The Corporation shall make available such technical assistance 
as will facilitate the purposes of this Act, and will not be duplicative 
of technical assistance available from other sources. 


Basic Criteria for Investment Program 





The Corporation shall be guided by the following basic criteria: 
1) Each specific investment is in furtherance of an undertaking which 
is economically sound, actually or potentially profitable, and con- 
sistent with the sound long-range economic development of the coun- 
try in which it is located. 2) The country in which the undertaking 
is located has had full information with respect to it and an opportun- 
ity to express a judgment as to its desirability. 3) Because of the 
insufficient availability of venture capital from other sources, the 
investment is not in competition with, or duplicative of, other pri- 
vate investment or other public programs of the United States, or of 
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international agencies. 4) Each investment, taking into account the 
country in which it is located, is in accord with the general interna- 
tional economic and political policies of the United States. 5) The 
investment program in general is consistent with the short- and long- 
range policy of the United States to maintain maximum employment, 
production, and purchasing power within the domestic economy; and 
6) with the short- and long-range need of the United States to main- 
tain a satisfactory balance-of-payments position. 7) The investment 
program is mutually beneficial to the country to which the investment 
flows and the country from which it emanates. 


Basic Financing of the Corporation 





The Corporation shall have a capital stock consisting in part of 
fifty shares of class A stock having a par value of $1 million per 
share. Such stock shall be the only stock of the Corporation having 
voting power, and it shall be subscribed to by the United States Gov- 
ernment. Payment to the Corporation for the subscription of the 
United States to such stock, and repayments thereof, shall be treated 
as public debt transactions of the United States. 


The Corporation is authorized to issue for public sale ''Peace by 
Investment Debentures'' which shall be in denominations of $5, or any 
multiple thereof, and shall have such maturities (not in excess of 
twenty years) and bear interest at such rates as may be determined 
by the Corporation with the approval of the Secretary of the Treasury. 
Such debentures shall be fully and unconditionally guaranteed as to 
principal by the United States. For as long as the Corporation re- 
mains an agency of the United States, the aggregate amount of deben- 
tures issued under this subsection in any one year shall not exceed 
$375 million and the total amount of such debentures which are out- 
standing at any time shall not exceed $1.25 billion. The Corporation, 
with the approval of the Secretary of the Treasury, shall by regula- 
tion fix the maximum amounts of such debentures which may be held 
at any time by any individual, corporation, firm, trust, association, 
or other entity, respectively. 


Initial Management of Corporation 





Until the Corporation is transferred to private ownership and 
management, it shall be an independent agency of the United States. 


The management of the Corporation during its existence as an 
agency of the United States shall consist of a Board of Directors, 
composed of 1) five members appointed from private life by the 














President, with the advice and consent of the Senate, who shall 
collectively possess broad experience in various areas of economic 
endeavor; 2) the Secretary of State, the Secretary of the Treasury, 
the Secretary of Commerce, and the Secretary of Labor, to serve 

ex officio; 3) four members to be appointed by the President from 
various United States agencies concerned with international economic 
development; and 4) a President and Executive Vice President of the 
Corporation, who may be appointed from private life or from public 
service. All members, except those serving ex officio, shall serve 
at the pleasure of the President. 


The President may also appoint an advisory committee to the 
Board, composed of individuals drawn from private and public life 
outside the United States, who need not be citizens or residents of 
the United States. 


Transfer of the Corporation to Private Ownership and Management 





When the class A stock of the Corporation has been retired in full, 
within a period of six years or less, as provided in this Act, in ac- 
cordance with the objective of vesting as soon as feasible the manage- 
ment of the Corporation in private ownership, the Board shall trans- 
mit to the President of the United States, for submission to the 
Congress, recommendations for such legislation as may be neces- 
sary to provide for the orderly transition of the Corporation from an 
agency of the United States to a corporation under private ownership 
and management, including 1) appropriate provision for transfer to 
the owners of the outstanding Peace by Investment Debentures or 
class B stock of the Corporation the assets and liabilities of the Cor- 
poration, 2) appropriate provision for vesting in such owners the 
exclusive voting power of the Corporation, with each owner being 
thereupon entitled to one vote per share, and 3) such additional pro- 
visions as may be necessary to protect any outstanding investments 
in the Corporation by the United States. 


Reports and Studies 





The Corporation shall submit to the President, for transmission 
to the Congress at the beginning of each regular session, a complete 
and detailed annual report of its operations under this Act. 


The Corporation, immediately upon its establishment, shall com- 
mence studies of additional measures, including tax measures, 
which would further promote the flow of private capital from the 
United States to underdeveloped areas of the world consistent with 
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the economic and financial policies of the United States. Such studies 
shall be amplified in the light of the experience of the Corporation. 
As soon as practicable, and not later than three years after the es- 
tablishment of the Corporation, it shall prepare for transmission to 


the Congress the initial results of such studies, including legislative 
recommendations. 


[ Excerpted from '"'S. 3415—Introduction 
of Bill to Establish a Peace by Invest- 
ment Corporation, '' Congressional 
Record: Proceedings and Debates of 
the 90th Congress, Second Session. 
Washington, D.C., Vol. 114, No. 73, 
1 May 1968. } 





























AN HISTORIC WEST PAKISTAN FORT LOOKS DOWN ON 
MANGLA DAM. THE 380 FT. -HIGH EMBANKMENT CURVES 
FROM THE RIGHT MORE THAN TWO MILES AROUND TO 
THE HUGE SPILLWAY. THIS DAM IS PART OF THE INDUS 
BASIN DEVELOPMENT SCHEME, THE LARGEST IRRIGATION 
SYSTEM IN THE WORLD. 


(PHOTO: GUY F. ATKINSON COMPANY, CALIFORNIA) 





THE ECONOMICS OF IRRIGATION 


Colin Clark 


| Strictly economic considerations are often overlooked or overruled 
in decisions affecting virtually every aspect of irrigation. Based on 
empirical data from many different countries, Colin Clark has dis- 
tilled much of the economics of irrigation in his small book. | 


This study is intended as a piece of applied econom- 
ics, collecting the critically important facts over as 
wide a range as possible. Knowledge is presupposed 
of only the simplest principles of economics, of the 
distinction between money and real costs, between 
marginal and average costs and products, and of the 
applicability of the principle of opportunity costs when 
comparing hydro-electric and thermal electrical gen- 
eration in developing countries. Some advocates of 
irrigation not only fail to understand economics, but 
the most elementary principles of accounting as well, 
and are unable even to distinguish gross from net re- 
turns. 


Direct Versus Secondary Benefits 





Even in times or places of widespread unemploy- 
ment, it is necessary to consider the relative merits 
of irrigation, and of alternative projects for spending 
the same amount of capital, which would also give 
much the same beneficial secondary effects. In much 
of the world as it is now, when most productive re- 
sources which are employable are already fully em- 
ployed, or overemployed, the secondary economic 
effects of large capital expenditures may even be 
harmful. Irrigation schemes must be judged, 


Dr. Clark is Director of the Agricultural 


Economics Research Institute, University 
of Oxford. 





therefore, on their direct economic costs and returns. Not all irri- 
gation is uneconomic. Irrigation from wells has proved economic for 
a number of crops, so long as the well is not too deep, and so long as 
power pumping is possible—the lifting of water by man or bullock la- 
bor is uneconomic even under Indian conditions, except from very 
shallow wells. Small dams, if carefully designed, usually prove eco- 
nomic, but the economic results from large dams, which can supply 
water and generate power (and also generate extreme political emo- 
tion) are extremely variable. Some are abundantly justifiable eco- 
nomically, others equally clearly not. 


Optimizing Returns 





On the water requirements of plants, we should be aware of the 
conclusions reached by Dr. Penman (of the Rothamsted Laboratory 
of Soil Physics), that the daily water requirements of all crops will 
be much the same, if they are grown onthe same soil and for the 
same growing season. This runs counter to the ideas of many irri- 
gation specialists. Dr. Penman reasons that, although the functions 
performed by water inside the plant are innumerable, the quantity of 
water directly required for these purposes is limited. Virtually all 
of the plant's marginal requirements for water are to transpire in 
order to keep its temperature down to a bearable level. The amount 
needed depends on the external physical factors of solar radiation, 
wind, heat storage in the soil, etc. A heavy crop also requires no 
more water than a light one (pot experiments on this point can be 
misleading, because they do not reproduce the thermal conditions of 
the field, where evaporation from one plant helps to cool its neigh- 
bors). Also contrary to what is widely believed, crops heavily ferti- 
lized with nitrogen require no more water than more lightly ferti- 
lized crops, and indeed are better able to withstand temporary 
water shortages. 


From the above follows the important economic conclusion that it 
is always worthwhile to concentrate irrigation water on the highest- 
valued and heaviest-growing crops. 


It is unfortunately not yet possible to construct a production func- 
tion showing the yield from water supplies at various levels below 
the optimum. Overwatering not only fails to give any additional yield, 
but also may, if persisted in, have very serious consequences in 
raising the water table to plant root level and thus making the land 
uncultivable, as in large areas of West Pakistan. This can, however, 
be cured, at considerable expense, by adequate pumping or drainage. 


In commercial agriculture, economic returns to irrigation can be 
measured in c/m3 (U.S. cents per cubic meter), for comparison 
with costs. In some countries, however, agricultural production is 





primarily for subsistence rather than for sale; or the prices of crops 
may be quite out of line with those prevailing in world markets. In 
these cases, it is often better to measure the returns per cubic meter 
of irrigation water supplied in terms of kilograms of wheat equivalent, 
other agricultural products being expressed in terms of wheat on the 
ratios prevailing in the world markets. 


For the highly sophisticated irrigation agriculture of California, 
it is possible to prepare linear programs showing the precise amount 
of water which it is economical to apply, at various prices of water. 
These show that at current U.S. farm prices (the results would be 
different at world prices) a sudden reduction in the utilization of 
water occurs when the price of water has risen above 1. 3 c/m?3 for 
small farms, or 1.6 for large farms. Below these prices, it is 
worth applying water (averaged over the whole farm) at the rate of 1.3 
m/year (meter per year) or more; above that, up to a price as high 
as 2.6 c/m3, to apply about 0.6 m. 


Production functions for the factors of production in an Indian vil- 
lage indicated the marginal product of a cubic meter of water at 0.25 
kg wheat or 0.36 kg barley (about 1.9 cents at world prices, consid- 
erably higher at Indian prices). It is necessary to convert gross 
crop increments into net marginal returns, which may be very much 
less, after debiting additional factors of production used for the irri- 
gated crops. Differences between gross and net marginal product 
are particularly marked in India. 


The highest returns to irrigation are for potatoes, followed by 
fruits and vegetables, tobacco, cotton, and flax. Returns to irriga- 
tion of maize, which is particularly sensitive to water shortages at 
certain stages of the growing season, can also be high. Generally 
speaking, however, it is the farmer who already grows high-yielding 
crops who has most to gain from irrigation. 


Measuring Costs 





Costs of water for irrigation vary very greatly according to 
whether it is drawn from the flow of streams, pumped from wells of 
varying depths, or obtained by constructing dams and distribution 
channels. Spray irrigation, whose technique has recently improved, 
may be no more costly than furrow irrigation. 


The supply of irrigation water both in the United States and in India 
and Pakistan is seen clearly to be a genuinely "diminishing returns" 
activity, as the most valuable flowing streams and dam sites will 
be used first, and sources at increasing costs have to be used as 
time goes on (though this cost trend may be counteracted by im- 
proving techniques of dam construction). 











Primitive methods of raising water from wells by man and ox power 
prove to be barely remunerative even at high Indian prices for grain, 


at low Indian wages, and with the water table near the surface. 


How- 


ever, simple mechanical pumps prove highly remunerative under those 


circumstances. 


Pumping costs are lowest if electric power is availa- 


ble—diesel pumps have higher costs both for fuel and for maintenance. 
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Right: The ''Dragon Pump" 
operated by a 3 h.p. diesel en- 
gine draws irrigation water 
from ditches near Sarm Chuk, 
Thailand. (Photo: World Bank) 
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Left: Drawing water for irri- 


gation near Lahore, Pakistan. 





Left: A progressive farmer in 


the Damodar Valley Corporation 


in Bihar, India, is starting his 
power operated pumpset to irri- 
gate his fields. (Photo: here 
and above left, by Carl Purcell, 
U.S. AID) 




















The costs of constructing dams range from 6 to 9 c/m?3 of water 
stored for the smallest dams, to 0.7 for the largest, where a great 
deal more water is stored per unit volume of dam wall. Unless, 
however, the water can be distributed down a river system, the per 
unit cost savings of a large dam are mostly offset by the additional 
costs incurred for the distribution network and for land levelling. 
Where a large dam is used both for irrigation and for hydro-electric 
generation, as is often the case, the best method of analyzing the 
cost is to credit it first with the full capital saving of the alternative 
thermal generating capacity which would have to have been con- 
structed if the hydro-electric capacity from the dam had not been 
available to meet peak loads; together with a more speculative es- 
timate of the capitalized value of the fuel saved by the existence of 
the hydro-electric power. The application of this method to large 
dams and barrages in India, Pakistan, and Ceylon indicates net an- 
nual cost of water (taken at 10 percent of capital cost) varying from 
0.13 to 1.35 c/m3. Total costs of irrigation water may range from 
0.1 c/m3 for water drawn from the flow of streams in the United 
States and 0.16 in Iran to 11 c/m? in Britain, where small and very 
costly schemes prevail. 


Estimating Water Resources 





The available flow of water in rivers depends, of courge, on the 
rainfall, of which however a considerable amount may evaporate be- 
fore it reaches the rivers; and unfortunately it is in the areas where 
water is needed most that the greatest proportion is thus lost. Run- 
off (river flow) appears to be related to rainfall by a cubic function, 
proportionate run-off being much higher where rainfall is highest, 
with different coefficients to the function for different types of topog- 
raphy. 


For measuring national water resources, a convenient unit is that 
which would serve to irrigate a million hectares to 1 m (meter) depth 
annually (1010m3/year). In the United States in 1954, for example, 
demand for domestic uses was only 2.3 units, of which 2.0 (albeit 
somewhat contaminated) were returned tothe river flows. Industrial 
demand (principally from steel, oil, and paper industries) was twice 
the domestic, of which, however, all but 0.4 units were returned to 
the stream flow. Demand by power stations for cooling water was 
10.2 units, of which only 0.1 was evaporated and the rest returned 
to stream. Agriculture, however, consumed 24.2 units gross and 
14.3 units net. Total net use was thus 15.1 units, although power 
stations and others with a high gross demand needed the flow of 
rivers to be maintained. It was also estimated that in order to keep 
the rivers even at a barely tolerable level of cleanliness, as much 
as another 70.7 units was required for the dilution of industrial and 
domestic effluents, making a total requirement of 85.8 units. Total 











stream flow is 187 units, which should on the face of it leave an 
ample margin. 


India has a stream flow of 167 units, of which only 9.3 were used 
for irrigation in 1949. It was hoped eventually to raise this to 34.7, 
about the maximum proportion of stream flow whose use could ever 
be practicable, in view of the great irregularity of the flow of the 
rivers. In the cases of the Nile and the Indus, however, in spite of 
the irregularity of flow, it is hoped eventually to use three-quarters 
of the flow after the construction of some costly works. 


Water Charges and Economies in Use 





Charges made for irrigation water by public authorities, being 
settled by political pressures rather than by market principles, are 
nearly always well below costs, and often impose considerable in- 
direct economic burdens on the taxpayer, and also on domestic and 
industrial users, who have to pay cost price for their water, after 
the irrigators have taken the lion's share of the supplies. Where a 
dense population has to live on a limited water supply, remarkable 
economies in water use can be made by careful treatment of efflu- 
ents, and re-use of water. Water requirements of industries and 
power plants are by no means fixed, and can be reduced by factors 
of fifty or a hundred if water is high-priced. In hot arid areas, the 
best prospect now for improving water supply may be the checking 
of evaporation from reservoirs by the use of mono-molecular films, 
a technique developed in Australia. 


Desalination Prospects 





For the brackish water found in certain parts of the world, with a 
salt content up to 1 percent, various techniques are available for de- 
salination at a moderate cost. Sea water, however (average salt 
content 3.5 percent), has to be distilled, and costs hitherto have 
been extremely high, far out of reach of any agriculturalist, except 
possibly a grower of very high priced fruits and vegetables ina 
completely arid country. Recent work has suggested, however, that 
the combination of a nuclear generator and a distillation plant, in an 
area where there was a good market for both power and water, might 
reduce the cost of distilled water to 6 c/m3. To this figure, how- 
ever, would have to be added distribution cost, which would make it 
still much too costly for agricultural use. 


[ Excerpted from The Economics of 
Irrigation. Oxford: Pergamon Press 
Ltd., 1967, pp. vii-ix and 92-96. 
Copyright © 1967 Pergamon Press 
Ltd. | 
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LESSONS FOR IRRIGATION DEVELOPMENT 
FROM INDIA AND SUDAN 


D. S. Thornton 


[ Based on intensive research into the different kinds of irrigation 
development in India and Sudan, the author analyzes certain of the 
key policy problems involved in irrigation development. | 


Throughout the arid tropics, irrigation for agricul- 
ture has become a major feature of economic develop- 
ment and is likely to remain so for many years. 
Within this general region, at both national and local 
levels, the approach to development has varied widely, 
determined to some extent by the nature of the physical 
environment—the terrain, climate, and location and 
regime of the natural water carriers. In addition, 
however, human societies have sought different objec- 
tives and used different means in trying to achieve 
them. Societies are to some extent free to pursue 
that combination of material and social objectives 
which they or their leaders prefer. Economists need 
to take these preferences into account when assessing 
the success of existing irrigation development and ex- 
amining their implications for further development. 


Criteria in Project Selection 





There are always more projects under considera- 
tion than can be financed at any one time. The criteria 
of choice between projects, therefore, become of pri- 
mary importance. The development of water resources 
will need to be studied in relation to the utilization of 
capital and labor, either or both of which are likely to 
be limiting. 


Professor Thornton is at the Department of 
Agricultural Economics, University of Reading, 
and, until recently, was Head of the Department 
of Rural Economy, University of Khartoum. 
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Availability of Capital. Even if capital be taken as a major factor 
limiting the scale of development, the measurement simply of total 


capital as a criterion is insufficient in the present situation of devel- 
oping countries. 





These countries are almost always short of foreign exchange. In- 
creasing investment in irrigation, insofar as there is a tendency to 
move to more sophisticated methods of control in more difficult and 
remote sites, involves more foreign exchange both for imported mate- 
rials and equipment and for highly qualified engineering personnel. 
There is, therefore, a premium on selection of those works in which 
local manpower can be substituted for scarce foreign exchange, per- 
haps with the use of food aid as a means of payment. (Such a policy 
has rather more relevance to India, where rural labor is seriously 
underemployed, at least at certain seasons, thanin Sudan.) This 


kind of substitution, however, raises its own organizational and eco- 
nomic difficulties. 


Internal capital must be assembled. The choice of method of de- 
velopment may itself affect the amount of capital available for rein- 
vestment and, therefore, in the long term, the rate of overall national 
(and irrigation) development. Investment in areas producing high 
value, and hence taxable, crops, or using a system in which the gov- 
ernment automatically shares in the product, will yield the quickest 
returns. These can then be ploughed back. 


There may be private hoards of capital, but they will only be avail- 
able for certain types of irrigation investment. This consideration 
may well affect the balance between public and publicly assisted pri- 
vate development, and influence the form of supplier/user relation- 
ship chosen where governments invest directly. The attractiveness 
of irrigated commercial agriculture to private capital in the pump 
schemes in Sudan and in sugar production in Maharashtra may pro- 
vide important lessons for future decisions on the scale (and type) of 
investment and the conditions under which it can be encouraged. 


~ 





Untrained Rural Labor. India has many underemployed and sea- 
sonally unemployed rural people for whom it is a major objective of 
national policy to find employment. The obstacles to quick urban ex- 
pansion are so great that both this problem, and that of insufficient 
food, must be tackled in the rural areas. While village industrializa- 
tion may be expected to have some effect, the major opportunity lies 
in intensification of agricultural production. If irrigation allows the 
growing of more high value crops, insures a high percentage of crop 
maturity, increases yields of crops and animals, or allows other in- 
puts to be used more effectively, it will have a salutary effect on 
labor productivity. But, its potential will vary appreciably from one 


area to another, and there will be many areas where no irrigation 
will be possible. 
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Sudan, except in the Northern Province, has no problem of rural 
overcrowding. Further development of irrigation will rather be ac- 
companied by the problem of finding settlers and casual labor. Fu- 
ture development must be justified, therefore, not only by a satis- 
factory ''added value" in comparison with existing local rainland 
agriculture (often semi-nomadic in character) but also by an incre- 
ment over and above the value of the agricultural pursuits any immi- 
grants from elsewhere in Sudan will be called on to give up. The 
high preference for leisure and low elasticity of supply among those 
likely to be available for settlement may add to the difficulties of 
expansion of the irrigated areas. 


Skilled Technical and Administrative Personnel. The supply of 
personnel with a sufficiently high level of general education and with 
specialist training and experience is absolutely short in Sudan. The 
dearth of qualified agricultural technicians, field organizers and ad- 
visers threatens to be a major problem in recently irrigated areas, 
which the engineers have been so quick to design and execute and 
which have completely inexperienced settlers. Moreover, the pros- 
pective rate of further development exceeds the rate at which suitably 
trained personnel are likely to come forward in the next few years. 





In India, the crucial Village Level Worker, required in theory at 
the rate of one per ten villages, is in fact needed at a far greater 
rate and at a much higher level of education and maturity. At the 
Tehsil and District levels, the need is for people with higher train- 
ing. At the same time, the country has a surplus of personnel 
highly educated in the arts. Here, the success of agricultural in- 
tensification depends at least in part on the training in specialist 
courses of those basically educated people who are interested in 
working in rural areas. 


The shortage, in both countries, of skilled technical and adminis- 
trative personnel makes this a most important criterion against which 


to compare alternative plans for development. 


Criteria in Project Modification 





In future, planners are likely to turn increasingly to the intensifi- 
cation of areas where irrigation facilities already exist: 1) to reduce 
wastage of water (through seepage or evaporation); 2) to increase 
the irrigation water available for more intensive cropping; and 3) for 
reclamation. 


The simplest type of decision within the first category is whether 
or not to line existing canals. This is important in those areas of 
India where soils are porous. The cost of lining has only to be set 
against the value of the increased water available, though costs will 








vary according to the availability of suitable materials (on which in- 
tensive research and development are being done) and the ease of 


execution. But lining may also be part of a more elaborate policy of 
groundwater control. 


The degree of intensification of watering that is economically jus- 
tified both in terms of the intensity of irrigation (i.e., raising the 
total acreage watered in relation to the potentially cultivable area) 
and in terms of more intensive application on any one acre, depends 
primarily on existing canal capacity and the degree of utilization in 
any one season and through the year as a whole. Recent decisions 
have been made to intensify the Sudan's Gezira Scheme within the 
existing canal system by using water soon to be available from the 
new Roseires dam. Hitherto, the Gezira main area was cropped in 
a uniform rotation at only 44 percent intensity; by introducing more 
winter cropping (particularly wheat) and intensifying water use (on 
groundnuts) in the Kharif (late summer), cropping intensity will be 
raised to 75 percent. A dead season (April-June) has been preserved 
as a disease prevention measure and the temptation to crop the fal- 
lows preceding the two cotton breaks in the rotation has been resisted. 





Intensification of watering in India could result in one or more of 
three advantages: increasing the intensity of cropping; reducing the 
risks inherent in most of the Indian systems where the farmer has 
no control over the date of application and no certainty about when the 
water will arrive; and lengthening the cropping season. Such im- 
provements might be achieved by increasing the control of stream 


flows or (more likely) by the development of supplementary supplies 
from tube wells. 


Reclamation, a problem which does not occur in Sudan, involves 
the total rehabilitation of land that has ceased to repay human effort 
because productivity has been reduced through water-logging or 
salinity or a combination of both. These two scourges can only be 
removed by a completely new approach to water control: a controlled 
water table, a greatly increased downflow of water through the soil 
profile, and surface drainage adequate to deal with stormwater. 
While certain plants (of little economic value) may be grown to take 
up soil salts, and some crop plants (notably rice and lucerne) thrive 
in soils with relative high pH and have heavy irrigation requirements, 
land improvement through cropping is only auxiliary to the more fun- 
damental engineering task of water control and soil amelioration. 
This can only be achieved by a balanced process which involves a 
combination of the recirculation of groundwater through the profile, 
the application of increased gravity-fed supplies, and the removal of 


saline water either into river channels or into salt lakes for evapo- 
ration. 
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Criteria for Combining Irrigation with Other Uses for Water 





The previous sections have dealt only with considerations affecting 
the scale of development of irrigation, not with the alternative and 
competing uses for water. Neither Sudan nor India are in a position 
to treat irrigation development in isolation. 


Because the control of a river can produce a number of different 
benefits at various places in its course and, indeed, because control 
at one point has important effects on the river's behavior lower down, 
river basins must be treated as a whole. Also, to maintain the sys- 
tem in good condition for as long as possible, it is often necessary 
to associate other conservation measures. Thus, in India, it is be- 
coming common for river development to be considered in one com- 
prehensive plan, including measures of erosion control (including 
afforestation), diversion for irrigation, hydro-electric power gen- 
eration, protection of river beds and banks, control of floods in the 


lower reaches, and the protection and promotion of navigation and 
fisheries. 


The exploitation of cheap power sources is as important for eco- 
nomic development as the expansion of agricultural production. An 
advantage of hydro-electric power over power generated from coal, 
gas, and oil is that, as a source of energy, it is more or less inex- 
haustible. In most situations, it is also cheapest, particularly if 
solid fuels have to be imported. However, it must be produced at 
those points which gravity dictates; and transmission quickly adds to 
the capital requirements (particularly of foreign exchange), and, 
therefore, to the unit cost of supply. Once available, however, it 
can be deployed for a variety of purposes, such as fertilizer manu- 


facture, water pumping for irrigation, and rural and urban electrifi- 
cation both of industry and of homes. 


The Government's Functions in Irrigation Development 





Because of the importance and complexity of irrigation the gov- 
ernment must necessarily take a major interest in its development. 
Of the functions that it is appropriate for the government to perform, 
some will be unquestioned though others will be more debatable. 


It is not intended to dwell on the first group which includes: in- 
vestigating land and water resource potential through surveys and 
publicizing the findings; investigating techniques of water control, 
works construction, plant-water requirements, etc.; insofar as 
much development may be government-directed, investigating de- 
mand for products; educating all concerned in irrigation methods, 
land and water conservation, etc.; and planning overall development 
of land and water so as to optimize use, and avoid wastage and 
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dereliction. Beyond this point, the functions of government in India 
and Sudan have tended to diverge. 


In India, in pursuing the objective of fostering the welfare of as 
many people as possible, the government has generally treated water 
as a utility to be used as the farmer wished and was able. Such a pol- 
icy entails certain risks: that there will be slowness in making full 
use of the water; that it may not be combined with other resources in 
the best possible way; and that in the long term serious damage may 
be done to the soil if water is used unwisely. All these difficulties 
have arisen in recent years in India (though the latter is not the fault 
of the farmers in this case). Solution of these problems requires 
further government action in three main directions: 1) education to 
achieve better standards of husbandry, 2) modification of incentives 
so as to encourage better resource use, and 3) greater regulation and 
control of water resources to ensure optimal deployment. 


Effective organization will be needed to achieve progress in these 
areas. Especially in those regions where irrigation introduces major 
changes into the nature of agriculture (as distinct from those where it 
provides a minor supplement to rainfall), its provision and use raise 
problems which can really best be solved by organizing economic and 
social institutions in relation to it. Indeed, newly settled areas which 
enjoy the benefit of centralized comprehensive water control, start 
with many initial advantages over those areas where water is added 
to an existing economic and social pattern. 


In Sudan, government policy has been, on the one hand, control 
and encouragement of private enterprise in riverain situations and, 
on the other, large-scale uniformity of production and social devel- 
opment in areas irrigated by gravity. The first has resulted ina 
wide variety of commercial forms and the beginning of substantial 
private capital investment, particularly by merchants, in agriculture. 
The second has been effective in the physical environment and market 
conditions which existed in the past, and has successfully initiated 
the process of turning semi-nomads into settled cultivators. 


Nevertheless, there are signs that widespread changes may soon 
be needed. In the pump schemes, the problems largely center on the 
relationship between pump owner and cultivator and the method and 
level of payment for water by the cultivator. In the areas of flush 
irrigation, the main difficulty is to find an effective substitute for 
long-staple cotton when cotton prices are falling while expectations 
of the local people and administrative costs are rising. Drastic 


changes in the way the irrigation supplies are utilized may have to 
be made. 


In the major areas of gravity irrigation, there have been few signs 
of improving yields in cash crops, food crops, and livestock over the 
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years. This is particularly true in the case of cotton in spite of both 
increasing expenditures, particularly on cultural operations, fertiliz- 
ers, new seed varieties, and disease control measures, and the large 
possibilities suggested by research findings. It indicates that either 
education is deficient or that there is a lack of incentive, on the part 
of the cultivator, to improve. Also, a conflict of viewpoint between 
government and farmers has grown up, which suggests that the pres- 
ent system needs reconsideration in some fundamental way. Finally, 
in the very large, strictly regulated Gezira Scheme, it is becoming 
more and more difficult to make central decisions which are certain 
to result in optimal use of resources; this arises because the diver- 
sity of opportunity in marketing, the importance of local physical dif- 
ferences, and the disparities in the working and managerial ability 

of the cultivators are all increasing. 


Current discussion centers on ways of providing increased incen- 
tives to the tenant farmers, possibly by revising the methods of pay- 
ing for water and other services, and modifying other aspects of 
their terms of tenure. Meanwhile, however, the important advan- 
tages of a centralized organization for development, such as the 
Sudan Gezira Board, which controls the bulk of the present gravity- 
fed area, must be stressed. It has achieved notable success in 
raising the standard of living and has, over the years, provided a 
substantial contribution to the national economy. The main advan- 
tage which the Board has provided is the high degree of local coor- 
dination of operations in all aspects of the production and marketing 
of cotton. The esprit de corps built up among its staff is closely re- 
lated to the degree of efficiency achieved and has been an important 
factor in its success. There are strong arguments for setting up 
parallel organizations elsewhere in Sudan and outside, though the 
problems of adapting to technological and social changes while also 


providing some security in the cultivators' livelihood need to be 
solved. 





Conditions in Sudan and India are at present such that their direc- 
tions of change are to some extent convergent. In Sudan, both gov- 
ernment and cultivators are interested in finding ways of introducing 
effective incentives to individual effort and management. In India, 
while increasing incentives to raise production are equally important, 
there is also a pressing need to improve the conservation and use of 
water resources, and to coordinate agricultural and irrigational 
programs more effectively. 


Supplier/User Relations 





An outstanding difference between Sudan and India lies in the prev- 
alence of a sharing relationship in both public and private schemes in 


Sudan as contrasted with the payment of water charges in cash in 
India. 
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An aerial view of main canals leading to the Gezira plains from a giant ir- 
rigation dam at Sennar, on the Blue Nile in Sudan. (Photo: United Nations) 
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A tenant farmer in the Gezira area en route to a ginning mill. The camel 
is loaded with bags of cotton picked from his plot. (Photo: United Nations) 
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Crop sharing system. This system implies sharing between par- 
ties of the risks and uncertainties of the business of irrigated agri- 
culture, that is, of the entrepreneurial function. Where entrepre- 
neurship is in fact divided, this system of dividing the rewards is a 
logical one. Moreover, the system has distinct advantages where a 
large-scale investor, particularly the government, is cooperating 
with farmers new to settled agriculture and its techniques. This is 
especially true in the case of centrally processed and marketed cash 
crops such as cotton. For instance: 





1. in communities where cultivators' cash reserves are always 
small, the collection of charges for services provided—irrigation 
water, ploughing, advice, etc. —is easier by deduction of part of 
the proceeds of sales than in the form of cash; 


2. advances can easily be made to the cultivator for his seasonal 
cash outgoings and easily deducted from his share, thus reducing 
the curse of local money-lending; 


3. risks and uncertainties and resulting income fluctuations can 
be shared; this is an important advantage where the production 
of a single crop subject to wide fluctuations in yield and price (or 
a group of products all fluctuating together) is the purpose of the 
enterprise; and 


4. where the government is one of the parties, tax collection can 
be associated directly and simply with other charges in the gov- 
ernment's share. 


In the Sudanese government schemes since the 1920s and later in 
the private pump schemes, the system worked fairly well until re- 
cently. It is, therefore, common for thinking in Sudan to be cast in 
this product-sharing form, based on cotton. But the system can be 
criticized on a number of counts. 


Payment for use of resources on the basis of income received 
rather than on the basis of cost is illogical unless entrepreneurship 
over the whole enterprise is being shared, and is liable to confuse 
all parties in their decision-making. With the exception of the pri- 
vate pump schemes of the Northern Province, a characteristic of 
Sudanese irrigation schemes has always been that crop-sharing does 
not apply to the cultivators' food and fodder crops. These are al- 
lowed for subsistence purposes, free of water charge. In the early 
stages of a scheme for settlement and development, this arrangement 
works well and, indeed, may be a necessary inducement to cultivators 
to accept a radical change in their way of living. However, the tran- 
sition to commercial conditions in Sudan makes the system increas- 
ingly inappropriate in some, if not all, schemes. First, diversifica- 
tion of cash cropping is being introduced and marketing control 





85 





through a central organization is less easy. Second, the growth ofa 
market in the country for food grains and vegetables (and even locally, 
for fodder) reduces the justification for providing subsistence crops 
as insurance; it is now debatable whether, in view of the availability 
of rainland dura (sorghum), land and water should be devoted to this 
exhaustive crop in the irrigated areas. Where all land and water can 
be diverted to the production of crops and livestock products for sale 
and where cultivators have some freedom of choice in deploying their 
labor and management, a crop-sharing system focused on one crop 

is obviously an anachronism. 


It may be argued that crop-sharing depresses the cultivator's in- 
centive to improve, because the benefits of any improvements he 
makes have to be shared with those providing the water and land. (It 
may of course be equally argued that those other parties have to 
share with the cultivator the results of any additional investment they 
make.) This problem will be intensified where land is tenanted by 
the cultivator and where tenancy is insecure. In Sudan, the majority 
of cultivators are tenants with annual tenure. In the cotton schemes, 
they are liable to lose their holdings if performance on their cotton 
hawashas is poor (though in practice evictions have been rather infre- 
quent). It is noteworthy that the tenant has, in fact, improved little 
over the years, still requires supervision and, on occasion, puni- 
tive action with respect to the growing of his cotton. To the limited 
extent that he has stepped up his investment, he has tended to con- 
centrate on the crops other than cotton, the proceeds of which are 
entirely his own. He has often done this against his own best interest; 
an increase in even a share of the cotton crop would often have been 
more rewarding than the results of similar efforts elsewhere. 


Where a crop-sharing system persists, internal versatility within 
the irrigated area is made more difficult. The crop-sharing system, 
particularly if applied to only part of the total production, tends to 
cloud the judgment of both the suppliers and the users of water (to the 
extent that they have autonomy of choice) about how best to modify in- 
vestment in irrigation and combine it with other inputs. The pattern 
of production over two million acres of Gezira-Managil is geared to 
only two rotations. Given more local freedom of choice, the produc- 
tivity of the Scheme might be much enhanced by local diversity of pro- 
duction, though this would admittedly entail major modifications in the 
administrative structure of the Scheme, in tenancy arrangements, etc. 





Charges for water. If it is agreed that water charges to be paid 
in cash are preferable to crop-sharing as a method of recoupment, 
two questions remain: 1) what form should these take? and 2) at 
what level should they be set? 


1. The form of the water charge. The supplier of water, whether 
private or public, incurs two expenses: the initial investment and 
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operating expenses. By comparison with many other types of produc- 
tive investment, the initial investment in irrigation is high relative 
to operating expenses. A distinction should be made between a) a 
charge related to the fixed investment and b) a water rate related to 
the operating costs, the former no doubt being reflected, where ap- 
propriate, in land rent adjustment to tenants enjoying the new facility. 
A further distinction should be made under (b) between the ''fixed 
costs'' of the regular operation of an irrigation system and the ''vari- 
able costs" entailed if water is actually taken. A water tax might be 
regularly levied from potential users with respect to the former and 
a variable water rate charged with respect to the latter. Insofar as 
there is the need in all irrigation systems to encourage use of water 
where it is economically beneficial but to discourage waste, a com- 
bination of this kind seems desirable. On the other hand, where ir- 
rigators are thoroughly at home with the service provided and the 
usefulness of irrigation water is universally acknowledged, there 
may be little point in the distinction. 


Once decisions have been made on these broad issues, the actual 
form of the water rate—whether on a volumetric basis, whether 
charged on a single-crop rate, or whether applied on a rotational 
block—will depend on practical considerations. These considerations 
include the ability of cultivators to apply water meticulously and the 
cost of metering it, and the amount of control over cropping that the 
water authority wishes to have. Unsophisticated cultivators tend to 
rely for too long on rain if the decision of when to water is left to 
them, and they tend, rather naturally, to overwater if the allocation 
is left tothem. As cultivators' understanding increases, it might be 
expected that the most economical basis for water rate fixing will 
tend to shift towards the more precise types, and the forms where 
the cultivator has greater freedom of choice. 


2. The level of the water charge. This will depend in part on the 
purposes being pursued in irrigation policy. But it seems true that 
the achievement of an economically optimal distribution of water 
among various users is one such purpose which appears to be sacri- 
ficed too readily, or unwittingly, to others, e.g., taxation or subsi- 
dization of an agrarian economy by means of water charges. 





In calculating the level of charge, two bench-marks are commonly 
considered: the cost of providing the water, and the value of the net 
benefits derived by the users. There are those who argue that, while 
it is necessary to take potential net benefits into account when choos- 
ing an irrigation scheme, after its introduction the recoupment of 
cost is the important thing; that these costs should be reflected in 
the size of the total water charge however this is composed; and that 
taxation should be treated separately in relation to users' incomes. 
Otherwise, water will not be used to the best advantage in those loca- 
tions and on those crops which most repay watering. However, there 
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are those who advocate charges related to additional net benefits, 
conceived as the difference between revenue-minus-costs after irri- 
gation and revenue-minus-costs before irrigation. Here the argument 
appears to be that, although there may be difficulties in the calculation 
(it is seldom possible to attribute gains to increments in one input 
only, there is the question of indirect and secondary benefits, etc. ) 
there is nevertheless a surplus similar to the Ricardian economic 
rent on land which can be skimmed off by the supplier of the water. 


A suitable solution which retains the incentive element in the water 
charge yet mops up surplus might be: 1) a water rate related to the 
operating cost, together with 2) an irrigation tax representing the an- 
nual cost of the investment together with a betterment levy (prefera- 
bly also as an annual rate) which partly or wholly removes gains in 
land value. The first would be charged to the user, the second to the 
landowner. The water rate would vary with the season if stored 
water provided the supply at some seasons, and in the larger schemes 
both water rate and irrigation tax might vary with distance from the 
water source. The degree of detailed variation possible would depend 
on practical administrative considerations. 


Two other arguments are often put forward. One is that water 
rates in a predominantly subsistence economy should be related to the 
farmer's capacity to pay. Another related contention is that small 
farmers should pay less per unit for their water than large farmers. 
Assuming, however, that the ultimate purpose is to progress towards 
a state of ''informed autonomy'' where the water-users can be ex- 
pected to make a collection of choices which in sum result in opti- 
mum water utilization, any fundamental deviation from the above 
principles would seem to be unreasonable. It would be preferable to 
treat welfare considerations separately. 


Irrigation and Socioeconomic Change 





Finally, underlying the problems of plan formulation and organiza- 
tional design discussed in the foregoing sections, lies the problem of 
assessing what rate of change the rural people are capable of under- 
taking. Ultimately development depends on what the affected people 
themselves like and dislike and, to a limited extent, what they can be 
persuaded to accept as being in their best interests. The necessity 
of finding effective incentives to optimize water use and the slowness 
to utilize irrigation when this is a matter of free choice are common 
problems. Too often, development targets are set in a form and on 
a scale which reflect the attitudes of mind of those educated in West- 


ern culture; as a result the very radical nature of many of the changes 
proposed is insufficiently recognized. 


The provision of irrigation water to a rainland farmer entails a 
complete revolution of his way of life. Even if the water is to be used 
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only to increase the food supply for a growing population, irrigation 
implies not only a change in food crops grown but a major change in 
the length of the growing season and pattern of work. It also implies 
new relationships with authorities in water regulation and collection 
of dues. The disincentives to work may be substantial, particularly 
if there is a fall in the marginal productivity of labor. Where levels 
of aspiration are so low that even the minimum standards of nutrition 
prescribed by Western dieticians represent luxury, the mental and 
physical effort required by the change to irrigated agriculture may 
be beyond the ability of many of the present adult generation. 


If the intention is that the water available should be used at least 
in part for cash-crop production, the attractiveness of goods which 
can only be obtained for cash must already exist in the rural popula- 
tion to induce an increase in total output or the substitution of higher 
value cash crops for food crops. Rural societies may be expected to 
show a variety of stages in the subsistence-commercial transition at 
any one time. In Sudan, the bulk of the irrigated areas are still in the 
stage of combining one cash crop with an assured food and fodder sup- 
ply, and development plans for new areas include a staple food crop. 
In the Northern Province in some of the densely populated pump 
schemes near the Khartoum market, cultivators are beginning to sac- 
rifice the assurance of their food supply for high-earning cash crops. 
In India, many new irrigation schemes are planned on the basis that 
a proportion of the area will be devoted to cash crops. There is 
marked evidence, moreover, that at least in the rather more advanced 
Punjab, supply response to cash-crop market prices is positive. 


Yet even where sensitivity to commercial stimuli is well developed, 
the preference for leisure (or the desire to preserve traditional social 
behavior) may be such as to cause farmers to fall far below the per- 
sonal performance planned for them. Sudan's irrigated areas provide 
a good example. In the long-established parts of the Gezira Scheme, 
the time devoted to work by the tenants and their wives has fallen to 
very low levels. One estimate put the proportion of tenants' time 
spent on agricultural work as low as seven percent; it has become 
customary for the appearance of wives in the field to be regarded as 
bad for personal prestige. In plans for future development, attempts 
to design holding sizes suitable for self-contained farm families have 
ignored the high preference for leisure (and the willingness to spend 
a high proportion of a moderate income on hired labor) among the 
Northern Sudanese farmers. 


[ Condensed from Contrasting Policies in 
Irrigation Development: Sudan and India. 
Reading (England): Department of Agri- 

cultural Economics, University of Read- 

ing, Development Studies No. 1, Septem- 
ber 1966, pp. 25-50. | 
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WATER ALONE IS NOT ENOUGH 
President's Science Advisory Committee 


[In many developing countries, supply of costly irrigation water has 
not increased crop production and, in some cases, has actually de- 
creased it, because of failure to recognize that water is but one of 
the essential inputs for successful agriculture. | eas 


After the lack of adequate water is eliminated by ir- 
rigation, many other factors may then limit yields. 
For example, it has been found in Thailand that irriga- 
tion alone, without fertilizers, will often result at first 
in a striking improvement in yields. But then, unless 
the supply of plant nutrients is soon increased, yields 
are liable to fall back to previous levels or to decline 
below them as the hitherto unused reserves of nutrients 
in the soil are exhausted by the increased crops made 
possible by irrigation. Inadequate water is often made 
a convenient scapegoat for which to blame any poorly 
growing crop, even though nutrient deficiency, pests, 
and other problems were concurrent or possibly dom- 
inant limiting factors. 


The accompanying figure illustrates some of the in- 
puts and processes required to achieve maximum crop 
yield in irrigated agriculture. Obviously, the quantity 
and quality of the water supply must be adequate, and 
the water should be supplied to farms in the amounts 
and on a schedule which permit irrigation to be ap- 
plied in accordance with actual crop needs. But itis 
equally important that the introduction of irrigation or 
the improvement of irrigation and drainage should be 
accompanied by a complete program of better cropping 
practices. All are essential if the full production po- 
tentials of the land and of the irrigation water are to be 


Report by the Subpanel on Water and Land, 
Roger Revelle, Chairman, Washington, D.C. 
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achieved and if serious disappointments and even ultimate failure of 
irrigated agriculture are to be avoided. 


If crop yields are doubled or tripled by irrigation, the removal of 
plant nutrients from the soil is correspondingly doubled or tripled. 
This means that the crop must obtain more of these nutrients either 
from the soil or from applied manures and fertilizers. Plant re- 
quirements for nitrogen are especially increased, accompanied by 
greater demands for potassium and phosphorus. The supply of the 
so-called microelements may also become limiting. 


In many instances in the developing countries, very limited re- 
sponse and unfavorable economic returns from fertilizers and irri- 
gation are obtained because of the poor quality of the local crop 
varieties. The use of low yielding varieties in field trials is most 
unfortunate because it discourages the farmers' adoption of prac- 
tices which, with suitable plant varieties, would bring them great 
economic benefits. 


If high yielding varieties are used and high nitrogen and moisture 
levels are achieved, then several new problems are likely to arise 
associated with rank vegetative growth, including lodging, increased 
boll rot, and difficulty in controlling insects. Selection and breeding 
can be used effectively to provide crop varieties that will give high 
performance under these conditions. New varieties of wheat have 
short, stiff straw and respond vigorously to big doses of fertilizers 
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and water. 





Pest control is also an essential factor for production 


optimization when other inputs are available for high yields. Thus, 
the interaction of all management factors is of overriding impor- 


tance. 


[| Excerpted from The World Food 
Problem: Report of the Panel on the 
World Food Supply. Washington 
(D.C.): U.S. Government Printing 
Office, 1967, Vol. II, pp. 454-456. ] 
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IRRIGATION COOPERATIVES IN TAIWAN 


Pe ¥. bra 


[ Because it involves regulating and allocating the flow of water, 
there is a tendency to regard the operation of irrigation facilities as 
necessarily a governmental responsibility. Irrigation cooperatives, 
managed by the farmer beneficiaries themselves, can perform the 
same functions successfully. | 


Taiwan has abundant rainfall and a warm climate. 
Irrigated agriculture has existed on the island since 
the fourteenth century. About 537,000 hectares of 
the 889, 600 under cultivation are irrigated, account- 
ing for a major part of the utilization of water. Irri- 
gation is a major reason for the steady increase in 
food production in Taiwan over the past decade (1957- 


66). 


Irrigation Associations 





The associations are self-governing cooperatives 
organized by farmer-irrigators to construct and ad- 
minister their irrigation facilities. There are 26 
associations, each served by one or several canal 
systems. The highest authoritative organ of the as- 
sociation is the general assembly of the representa- 
tives of the farmer-irrigators. It decides on the 
annual work programs and policies and chooses from 
among the representatives a chairman to execute its 
decisions with the assistance of an office staff. The 
representatives and the chairman serve a term of 
three years and may be re-elected. 


The 26 associations cover a total area of 464, 872 
hectares of farm land, of which 65 percent is irrigated 


Mr. Liuis Director, Tsengwan 
Reservoir Construction Bureau, Taipei. 
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by gravity flow, 25 percent by reservoirs, 4 percent by pumping, and 
6 percent by other means. To effect economical use of water, rota- 
tional irrigation has been introduced by dividing each irrigation dis- 
trict into a number of units which take turns in the use of irrigation 
water. During a drought, special measures to control water alloca- 
tion are enforced. The associations also assist the government in 
the planning and development of new irrigation projects. 


Each association has its work stations and groups. The station 
maintains the facilities and regulates the water in the irrigation 
canal. The group is a small working unit which maintains irrigation 
and drainage ditches, distributes the water, and establishes common 
seed farms for the members. 


Financing of Irrigation Projects 





For construction, maintenance and operation of irrigation facili- 
ties, revenues are raised through membership fees based on area. 
The amount varies with the crop pattern but is not to exceed the 
equivalent of 300 kilograms of paddy per hectare. A Joint Irrigation 
Rehabilitation Fund has been set up by the associations, through the 
levying of an additional 14.5 percent on the ordinary membership 
fee, for emergency rehabilitation or improvement beyond the financ- 
ing capability of the individual associations. It is used alsoasa 
revolving fund for making loans to associations for new works and 
improvements. The associations repay the loans plus interest by 


collecting a special fee from the farmers on the benefits they re- 
ceive. 


Training of Personnel 





Training given to water conservancy personnel includes local 
seminars, on-the-job training, and training abroad. From 1951 to 
1966, a total of 63 engineers were sent to the United States and Japan 
to study geology, hydrology, hydraulics, planning, design and con- 
struction of irrigation and flood control projects, and water adminis- 
tration. Local seminars have been carried out on design, construc- 
tion and operation of irrigation and flood control works. College 
students are provided with the opportunity of training on jobs during 
the summer vacation between the junior and senior years. 


[ Excerpted from ''Use of Water in 
Agriculture on Taiwan, '' Industry of 
Free China. Taipei, Taiwan, Vol. 
XXIX, No. 1, 25 January 1968, 

pp. 2-9. | 
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THREE PUBLICATIONS ON IRRIGATION 











Hagan, Robert M., Howard R. Haise, and Talcott W. 
Edminster, Editors, Irrigation of Agricultural Lands, 
Number 11 in the Agronomy series. Madison, Wis- 
consin: American Society of Agronomy, 1967, xxxi 
and 1180 pp. 





This comprehensive reference book covers the 
major aspects of current knowledge and practice of 
irrigation. After an historical survey of the evolution 
of scientific irrigation, it treats in detail the effects 
of the climatic environment, the sources of water, 
the selection of land for irrigation, the physical and 
chemical interrelationships of soil and water, the 
biology of plant-water relations, water-soil-plant re- 
lations, evapotranspiration, measurement of irriga- 
tion needs, irrigation techniques for each of the prin- 
cipal crops, the technology of the different kinds of 
irrigation systems, the operation and management of 
irrigation projects, and water conservation as related 
to irrigation. A bibliography at the end of each ma- 
jor section provides references for specialists in 
each field. The book summarizes basic theories, out- 
lines principles, and illustrates applications in prac- 
tice. It is not a "how-to-do-it"’ manual. 


Because of the breadth and depth of the analyses, 
contributed by many experts on irrigation and allied 
fields from all parts of the world, this volume is in- 
tended to be useful to those concerned with the techni- 
cal aspects of irrigation, whether in teaching or re- 
search, planning or construction, policy-making or 
management. 








Cantor, Leonard M., A World Geography of Irrigation, Edinburgh 
and London: Oliver and Boyd, 1967, xiii and 252 pp. 





This is a readable and well illustrated introduction to the nature 
and practice of irrigation in all parts of the world. The first section 
of the book is a systematic study of the geography of irrigation and 
includes chapters on the history of irrigation and the use of primi- 
tive methods of irrigation, past and present; modern perennial ir- 
rigation based on the use of surface and ground waters; the opera- 
tional aspects of irrigation including associated problems like 
sedimentation, salination and waterlogging; a detailed examination 
of specific irrigated landscapes in different parts of the world; 
a survey of the broad economic and social aspects of irrigation. 
The second section consists of an up-to-date regional survey of the 
development of irrigation in Monsoon Asia, Southwest Asia, Europe, 
Africa, North America, Latin America, and Australasia. 


and 


Hagan, Robert M., Clyde E. Houston, and Stephen V. Allison, 
Successful Irrigation. Rome: Food and Agriculture Organization of 
the United Nations. To be available in English, French, and Spanish. 
Expected date of publication, late 1968. 





This forthcoming pamphlet is a simple, non-technical introduction 
to irrigation with a brief, easily understood text, and many pictures 
and other graphic illustrations. Intended for wide distribution in 
developing countries, it covers the main aspects of irrigation, high- 


lighting the elements of a technically sound approach to planning and 
management. 
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Lack of River 
Water 


‘After investigating the irregularities in the purchase of the bulldozer, we'll 
probe into what became of the river.” 








(SOURCE: SHANKAR'S WEEKLY, 10 DECEMBER 1967, p. 8. 
© 1967 SHANKAR'S WEEKLY, NEW DELHI. 
REPRINTED WITH PERMISSION. ) 
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A CALL FOR REFORM 


Gunnar Myrdal 


[ The high cost of widely prevalent corruption in diverting resources 
from development and retarding modernization argues for a greater 
effort to lessen its causes and prevent its practice. | 


The extent of corruption obviously has a direct 
bearing on the stability of South Asian governments. 
Whenever a political regime has crumbled—in Paki- 
stan and Burma, for instance, and, outside South 
Asia, in China—a major, and often decisive, cause 
has been the prevalence of official misconduct among 
politicians and administrators, and the concomitant 
spread of unlawful practices among businessmen and 
the general public. Generally speaking, the habitual 
practice of bribery and dishonesty tends to pave the 
way for an authoritarian regime, whose disclosures 
of corrupt practices in the preceding government and 
whose punitive action against offenders provide a ba- 
sis for its initial acceptance by the articulate strata 
of the population. Should the new regime be unsuc- 
cessful in its attempts to eradicate corruption, its 
failure will prepare the ground for a new putsch of 
some sort. 


The problem of corruption is very much on the 
minds of articulate South Asians. The newspapers 
devote much of their space and the political assem- 
blies much of their time to the matter; conversation, 
when it is free and relaxed, frequently turns to polit- 
ical scandals. Periodically, anti-corruption cam- 
paigns are waged; committees are appointed; laws 
are passed; vigilance agencies are set up, and 


Professor Myrdal, the noted Swedish economist, 
is with the Stockholm University Institute for 
International Economic Studies. 
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special police establishments assigned to investigate reports of mis- 
conduct; sometimes officials, mostly in the lower brackets, are 
prosecuted and punished, and sometimes a minister is forced to re- 
sign. Nevertheless, the articulate in all these countries believe that 
corruption is rampant and growing. Ostentatious governmental efforts 
to prevent corruption and to punish the corrupt only seem to spread 
cynicism, especially as to how far all this touches the "higher-ups." 


Despite its importance, however, corruption is almost taboo as a 
topic for serious research or scholarly discussion. This is one of 
the most flagrant examples of the general bias that we have charac- 
terized as ''diplomacy in research, '' whereby embarrassing questions 
are avoided by ignoring the problems of attitudes and institutions that 
give rise tothem. And yet even the ''folklore" of corruption embodies 
important social facts worth intensive research in their own right. 

If corruption is taken for granted, and people believe that known of- 
fenders risk little punishment, then the folklore of corruption be- 
comes in itself damaging, for it can give an exaggerated impression 
of the prevalence of corruption, especially among officials at high 
levels. It can encourage an already weak sense of loyalty to organ- 
ized society. The sophisticated may rationalize that corruption, like 
inflation, is an unavoidable appendage of development. The effect of 
this is to spread cynicism and to lower resistance to the giving or 
taking of bribes. ''Merely shouting from the house-tops that every- 
body is corrupt creates an atmosphere of corruption, '' Prime Minis- 
ter Nehru once said. ''The man in the street says to himself: 'well, 
if everybody seems corrupt, why shouldn't I be corrupt?' That is the 
climate...which must be discouraged.'' Analysis of the interplay of 
folklore, action, and fact, and of the relationship of all three to the 
wider problems of national consolidation, stability of government, 
and effectiveness of development efforts must necessarily take one 
into murkier depths of social reality. 


The Facts of Corruption 





The true research task is, however, to establish the nature and 
extent of corruption in a country, its incursion upon various levels 
and branches of political and economic life, and any trends that are 
discernible. What follows is based on extensive reading of parlia- 
mentary records, committee reports, newspapers, and so forth— 
and, even more, on private conversations and personal observation. 
It should not be considered as more than a very preliminary sorting 
out of problems for research. 


Corruption is unquestionably much higher in South Asia than in 
the Western developed countries and the Communist countries. It 
serves no practical purpose, and certainly no scientific interest, to 
pretend that this is not so. The relative extent of corruption in the 
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South Asian countries is more difficult to assess. It is discussed 
more openly in the Philippines, where, in the American tradition, 
the press is particularly outspoken, thanin, say, Pakistan, Burma, 
and Thailand under their present regimes. In India, where a moral- 
istic attitude is especially apparent, greater concern is expressed 
than in Ceylon, for instance. But whether the amount of public dis- 
cussion reflects the real prevalence of corruption is doubtful. 


The usual view of both South Asian and Western observers is that 
corruption is more prevalent now than before independence and that, 
in particular, it has recently gained ground among higher-echelon 
officials and politicians. Public works departments and government 
purchasing agencies are thought to be particularly corrupt, as are 
also the agencies running the railways, issuing import and other li- 
censes, and assessing and collecting taxes and customs duties. 
More generally, it is asserted that whenever discretionary power is 
given to officials, there will tend to be corruption. Corruption is 
said to have spread to the courts of justice, and even to the universi- 
ties. 


Both as cause and effect, corruption has its counterpart in unde- 
sirable practices among the general public. The business world has 
been particularly active in promoting corrupt practices among politi- 
cians and administrators, even if it be granted that it is difficult or 
impossible to carry on business without resort to such practices 
when corruption is widespread. 


One important question is the role played by Western business- 
men. They never touch on this matter publicly, but, as the writer 
can testify, in private conversation they are frank to admit that it is 
necessary to bribe high officials and politicians in order to geta 
business deal through and to bribe officials both high and low in order 
to run their businesses without too many obstacles. These bribes, 
they say, constitute a not inconsiderable part of their total cost of 
doing business in South Asia. 


Bribes are seldom given directly. A Western firm often finds it 
convenient—and less objectionable—to give a negotiated lump sum to 
a more or less professional briber, an ''agent'' who then undertakes 
to pay off all those whose cooperation is necessary for the smooth 
conduct of production and business. Or, when a business transac- 
tion is to be settled, an official somewhere down the line of authority 
will inform the Western businessman that a minister or a higher of- 
ficial expects a certain sum of money. Even indigenous businessmen 
are occasionally placed in such an indirect relationship to the bribe- 
seeker. As the whole affair is secret, there is often no way of know- 
ing whether the middleman is keeping the money for himself. Indeed, 
he may be using the weight of an innocent person's name to sweeten 








the deal and increase his take. This is, of course, one way in which 


the folklore of corruption may exaggerate the extent of corruption at 
higher levels. 


The Effects 





One of the opportunistic rationalizations of the neglect of research 
on the problem of corruption is its alleged unimportance—even its al- 
leged usefulness in development under South Asian conditions. We 
believe that these unproved assumptions are totally wrong, and that 
corrupt practices are highly detrimental from the point of view of the 


value premises applied in the present study—namely, the moderni- 
zation ideals. 


Development efforts must attempt to modernize people's attitudes 
by mitigating the fragmentation of loyalties in South Asian societies. 
Yet in a general way, corruption counteracts the strivings for na- 
tional consolidation, decreases respect for and allegiance to the gov- 
ernment, and endangers political stability. 


From another point of view, corruption is one of the forces that 
help to preserve the ''soft state, '' with its low degree of social disci- 
pline. Corruption introduces an element of irrationality in plan ful- 
fillment by influencing the actual course of development in a way that 
is contrary to the plan or, if such influence is foreseen, by limiting 
the horizon of the plan. Where corruption is widespread, inertia and 
inefficiency, as well as irrationality, impede the process of decision- 
making and plan fulfillment. This influence of corruption in slowing 
down the wheels of administration is particularly damaging in South 
Asia, where the administrative system largely retains the impedi- 
ments to speed and efficiency inherited from colonial times. 


The Indian Santhanam Committee on prevention of corruption 
(1964) [ see pp. 119-122] speaks of ''speed money": 


"Speed money" is reported to have become a fairly common 
type of corrupt practice, particularly in matters relating to 
grant of licenses, permits, etc. Generally, the bribe giver 
does not wish, in these cases, to get anything done unlaw- 
fully, but wants to speed up the...movement of files and 
communications relating to decisions. Certain sections of 
the staff concerned are reported to have got into the habit 


of not doing anything in the matter till they are suitably per- 
suaded. 


In all the lively discussion about the faults of the Indian administra- 


tive system, authors have signally failed to relate their observations 
to the prevalence of corruption, the frequent allegations of corruption, 
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and the officials' vested interest in preserving cumbersome proce- 
dures. But undoubtedly there is such a relation, and it is important. 
If an official is dishonest, such procedures may increase his oppor- 
tunities to extract a bribe; if he is honest, they may serve to protect 
him from suspicion. When suspicion of corruption is rampant, a 
natural protective device is to spread and share the responsibility 
for decisions to the maximum extent possible. Authority cannot be 
efficiently delegated unless those in administrative positions are in- 
corrupt. The popular notion, occasionally expressed by Western 
scholars, that corruption is a means of speeding up cumbersome 
administrative procedures, is palpably wrong. 


Circular causation with cumulative effects operates in other ways 
as well. When people become convinced, rightly or wrongly, that 
corruption is widespread, an official's incorruptibility will tend to be 
weakened. And should he resist corruption, he will find it difficult 
to fulfill his duties. This, again, contributes to inertia and ineffi- 
ciency ina society. 


Remedies 


All this raises the practical problem of what can be done to 
eradicate corruption. In all South Asian countries there have from 
time to time been anti-corruption drives and anti-corruption legisla- 
tion. In recent years there has been, in India particularly, a grow- 
ing public anxiety about corruption. The Indian Home Minister, 
Gulzarilal Nanda, regarded the task of eradicating corruption as 
his ''main occupation" for some time and opened his house for daily 
sessions to receive complaints about corruption. 


The important Santhanam Committee report was an outgrowth of 
this movement. While restricted to general judgments about the ac- 
tual facts of corruption and their causes and effects, based on the 
Committee members' own information and the testimony of numerous 
witnesses, the report is more specific when analyzing administrative 
procedures that create opportunities for malfeasance and making 
recommendations for reform. 


It urges simpler and more precise rules and procedures for po- 
litical and administrative decisions that affect private persons and 
business enterprises and also closer supervision. The remuneration 
of low-paid civil servants should be raised and their social and eco- 
nomic status improved and made more secure. The vigilance agen- 
cies, including special police departments, should be strengthened. 
The penal code and other laws and procedures should be changed so 
that punitive action against corrupt officials can be pursued more 
speedily and effectively. 











Measures should also be taken against those in the private sector 
who corrupt public servants. Among such measures, the Committee 
proposes that income tax reports and assessments be made public 
and that the practice of declaring public documents confidential be 
limited. The Committee recognizes that ministers and legislators 
must be above suspicion and proposes codes of conduct for these two 
categories of politicians and special procedures for complaints 
against them. It proposes that business enterprises be forbidden to 
make contributions to political parties, that persons making bona fide 
complaints be protected, and that, on the other hand, newspapers be 
prosecuted if they make allegations without supporting evidence. 


These and other proposals deserve careful study by the student of 
corruption in South Asia. The Committee concludes that ''while it is 
possible to deal quickly with some forms of corruption, it is in gen- 
eral a long-term problem which requires firm resolve and persistent 
endeavour for many years to come.'' The big questions are whether 
the government will take action along the lines suggested—the eager- 
ness for reform seems to have died down lately—and to what extent 
such action will be effective within a national community when, in the 
Committee's words, ''the entire system of moral values and of the 
socioeconomic structure'' has to be changed. 


Where corruption is so embedded in institutional and attitudinal 
remnants of traditional society and where almost everything that 
happens increases incentives and opportunities for personal gain, 
the public outcry against it must be regarded as a constructive force. 
Since the people who can benefit personally from corrupt practices 
are a tiny minority, public outcry should support a government intent 
on serious reforms. What the people—and the outside observer— 
generally demand is punishment of the offenders. Resentment stems 


especially from the belief that ministers and high officials go un- 
punished. 


One should distinguish between traditional corruption on the part 
of petty officials, which in many cases amounts merely to the expec- 
tation of a customary fee by persons with very low salaries, and the 
extorting of big bribes by politicians and higher officials. In some 
branches of administration there is a systematic sharing of bribes at 
different levels of responsibility. Even when there is not, a tacit 
collusion often exists. Corruption among minor officials cannot be 
combatted unless it is first stamped out at higher levels. It is quite 
hopeless to fight corruption if there is not a high degree of personal 
integrity at the top levels. 


Undoubtedly, the South Asian countries could learn something 


from studying the reforms carried out a little more than a hundred 
years ago in Great Britain, Holland, and the Scandinavian countries. 
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Corruption is now quite limited in these countries, but they were all 
rife with it two hundred years ago and even later. The reduction was 
probably accomplished by a strengthening of morale, particularly in 
the higher strata, together with salary reforms in the lower strata, 
often by transforming customary bribes into legalized fees. 


There is, however, a fundamental difference in initial conditions. 
The relative integrity in politics and administration was achieved in 
Great Britain, Holland, and Scandinavia during the liberal interlude 
between mercantilism (with its many vestiges of feudalism) and the 
modern welfare state, a period when state activity was reduced to a 
minimum. When the state again intervened in the economy ona 
large scale, it had a political and administrative system whose high 
quality needed only to be protected and preserved. The South Asian 
countries, on the other hand, have to fight rampant corruption in an 
era when the activities of the state are proliferating—when prefer- 
ence, even beyond what is necessary, is being given to discretionary 
controls. 


One problem requiring specific attention is the role of Western 
business interests in feeding corruption in South Asia. Froma 
Western point of view—and also from the point of view of most South 
Asian countries—one particularly damaging effect is that Western 
businessmen and capitalist countries generally, already stigmatized 
by long association with colonialism and imperialism, appear now to 
South Asian intellectuals to be conspiring to undermine the integrity 
of their politicians and higher administrators. 


However, a company that tries to maintain higher standards finds 
itself up against the unfair competition of companies that resort to 
large-scale bribery. Here Western businessmen could contribute 
significantly to remedial action by adhering to the stricter practices 
they follow at home. This would constitute a very substantial ''aid'' 
to development. At the same time it would be to the advantage of 
Western business interests, for collectively they have much to gain 
by stamping out unfair competition of this type. The Western coun- 
tries might even consider putting corrupt practices by their nationals 
in the underdeveloped countries under the same legal sanctions that 
are applied in the home countries. 


[ Excerpted from Asian Drama: An 
Inquiry into the Poverty of Nations. 
New York: Pantheon Books (paper- 
back) and The Twentieth Century Fund 
(hardbound), 1968. Vol. II, Chap. 20, 
pp. 937-958. | 














CORRUPTION AND DEVELOPMENT: 
A COST-BENEFIT ANALYSIS 


J. S. Nye 


[In certain circumstances, the effects of corruption may not all be 
The author explains the sociocultural basis of the some- 
times ambivalent results of corruption and proposes a method for 
comparing and assessing them. | 


Corruption, some say, is endemic in all govern- 
ments. One of the first charges levelled at the previ- 
ous regime by the leaders of a coup in the less devel- 
oped country is ''corruption.'' And generally the 
charge is accurate. One type of reaction to this 
among observers is highly moralistic and tends to see 
corruption as evil. Others, reacting against this mor- 
alistic approach, warn us that we must beware of bas- 
ing our beliefs about the cause of coups on post-coup 
rationalizations, and also of judging the social conse- 
quences of an act from the motives of the individuals 
performing it. Under some circumstances, private 
vice can cause public benefit. The purpose of this 
paper is less to settle the difference between ''moral- 
ists'' and ''revisionists'' about the general effect of 
corruption on development than to suggest a means 
to make the debate more fruitful. 


A word should be said about the causes of corrup- 
tion to dispel any impression that it is a uniquely 
Afro-Asian-Latin American problem. I assume no 
European or American monopoly of morals. But be- 
havior that will be considered corrupt is likely to be 
more prominent in less developed countries because 
of a variety of conditions involved in their underde- 
velopment—great inequality in distribution of wealth; 


Dr. Nye is Assistant Professor of Government, 
Harvard University, Cambridge, Massachusetts. 
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' political office as the primary means of gaining access to wealth; 
conflict between changing moral codes; the weakness of social and 
governmental enforcement mechanisms; and the absence of a strong 
sense of national community. The weakness of the legitimacy of gov- 
ernmental institutions is also a contributing factor. Regardless of 
causes, however, the conditions of less developed countries are such 
that corruption is likely to have different effects than in more devel- 
oped countries. 


Definitions pose a problem. Indeed, if we define political devel- 
opment as "rational, modern, honest government, "' then it cannot 
coexist with corruption in the same time period; and if corruption 
is endemic in government, a politically developed society cannot 
exist. ''Political development" is not an entirely satisfactory term 
since it has an evaluative as well as a descriptive content. In this 
author's view, the term is best used to refer to the recurring prob- 


lem of relating governmental structures and processes to social 
change. 


The definition of corruption also poses serious problems. Broadly 
defined as perversion or a change from good to bad, it covers a wide 
range of behavior. For instance, we might describe the revolutionary 
student who returns from Paris to a former French African country 
and accepts a (perfectly legal) overpaid civil service post as "'cor- 
rupted.'' But used this broadly the term is more relevant to moral 
evaluation than political analysis. I will use a narrower definition 
which can be made operational. Corruption is behavior which devi- 
ates from the formal duties of a public role because of private- 
regarding (personal, close family, private clique) pecuniary or sta- 
tus gains; or violates rules against the exercise of certain types of 
private-regarding influence. This includes such behavior as bribery 
(use of a reward to pervert the judgment of a person in a position of 
trust); nepotism (bestowal of patronage by reason of ascriptive rela- 
tionship rather than merit); and misappropriation (illegal appropria- 
tion of public resources for private-regarding uses). 


While this definition of corruption is not entirely satisfactory, it 
has the merit of denoting specific behavior generally called corrupt 
by Western standards (which are at least partly relevant in most 
developing countries) and thus allowing us to ask what effects this 
specific behavior has under differing conditions. 


Possible Benefits 





Discussion of the relation of corruption to development tends to be 
phrased in general terms. Usually the argument between moralists 
and revisionists tends to be about the possibility that corruption (type 
unspecified) can be beneficial for development by contributing to the 
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solution of three major problems: economic development, national 
integration, and governmental capacity. 


Economic development. There seem to be at least three major 
ways in which some kinds of corruption might promote economic 
development. 





1. Capital formation. Where private capital is scarce and gov- 
ernment lacks a capacity to tax a surplus out of peasants or workers 
openly, corruption may be an important source of capital formation. 
The real question is whether the accumulated capital is then put to 
uses which promote economic development or winds up in Swiss banks. 





2. Cutting red tape. In many new countries, the association of 
profit with imperialism has led to a systematic bias against the mar- 
ket mechanism. Given inadequate administrative resources in most 
new states, it can be argued that corruption helps to mitigate the 
consequences of ideologically determined economic devices which 
may not be wholly appropriate for the countries concerned. Even 
where the quality of bureaucrats is high, as in India, some observ- 


ers believe that too much checking on corruption can delay develop- 
ment. 





3. Entrepreneurship and incentives. If entrepreneurship is a 
vital factor in economic growth and if there is an ideological bias 
against private incentives in a country, then corruption may provide 
a major means by which a developing country can make use of this 
factor. This becomes even more true if, as is often the case, the 
personal characteristics associated with entrepreneurship have a 
higher incidence among minority groups. Corruption may provide 
the means of overcoming discrimination against members of a minor- 
ity group, and allow the entrepreneur from a minority to gain access 
to the necessary political decisions. In East Africa, for instance, 
corruption may be prolonging the effective life of an important eco- 


nomic asset—the Asian minority entrepreneur—beyond what political 
conditions would otherwise allow. 





National integration. It seems fair to assume that a society's 
political structures will be better able to cope with change and pre- 
serve their legitimacy if the members share a sense of community. 





1. Elite integration. Corruption may help overcome divisions in 
a ruling elite that might otherwise result in destructive conflict. 
Whether or not this is beneficial for political development is another 
question involving particular circumstances, different evaluation of 


the importance of continuity, and the question of the relevant period 
for measurement. 
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2. Integration of non-elites. Corruption may help to ease the 
transition from traditional life to modern. It can be argued that the 
man who has lived under "ascriptive, particularistic, and diffuse" 
conditions cares far less about the rational impartiality of the gov- 
ernment and its laws than he does about its awesomeness and seem- 
ing inhumanity. The vast gap between literate official and illiterate 
peasant which is often characteristic of the countryside may be 
bridged if the peasant approaches the official bearing traditional 
gifts or their (marginally corrupt) money equivalent. For the new 
urban resident, a political machine based on corruption may provide 
a comprehensible point at which to relate to government by other 
than purely ethnic or tribal means. However, what is integrative 
for one group may be disintegrative for another. For ''modern'"' 
groups such as students and middle classes (who have profited from 
achievement and universalism) the absence of honesty may destroy 
the legitimacy of the system. 





Finally, it is worth noting Gluckman's statement [ Custom and 
Conflict in Africa (Oxford, 1955) p. 135] that periodic scandals can 
sometimes ''lead to the affirmation of general principles about how 
the country should be run, as if there were not posed impossible 
reconciliations of different interests. These inquiries may not alter 
what actually happens, but they affirm an ideal condition of unity and 
justice, '' thereby strengthening a value system as a whole. 








Governmental capacity. The capacity of new states to cope with 
change is frequently limited by the weakness of their new institutions 
and (often despite apparent centralization) the fragmentation of power 
in a country. Moreover, there is little "elasticity of power''—i.e., 
power does not expand or contract easily with a change of man or 
situation. 





To use a somewhat simplified scheme of motivations, one could 
say that the leaders in such a country have to rely (in various com- 
binations) on ideal, coercive, or material incentives to aggregate 
enough power to govern. Legal material incentives may have to be 
augmented by corrupt ones. 


Governmental capacity can be increased by the creation of sup- 
porting institutions such as political parties. But broad-based mass 
financing of political parties is difficult to maintain after independ- 
ence. In some cases the major alternatives to corrupt proceeds as 
a means of party finance are party decay or reliance on outside funds. 
Needless to say, not all such investments are successful, though in 
certain instances they have benefited political development. 











Possible Costs 





Those who dispute the possible benefits of corruption could argue 
that it involves countervailing costs that interfere with the solution 
of each of the three problems. They could argue that corruption is 
economically wasteful, politically destabilizing, and destructive of 
governmental capacity. 


Waste of resources. Corruption can hinder economic develop- 
ment, or direct it in socially less desirable directions. 





1. Capital outflow. Capital accumulated by corruption that winds 
up in Swiss banks is a net loss for the developing country. These 
costs can be considerable. For instance, one sources estimates that 
from 1954-59, three Latin American dictators (Peron, Perez 
Jimenez, and Batista) removed a total of $1.15 billion from their 
countries. 





2. Investment distortions. Investment may be channeled into 
sectors such as construction not because of economic profitability, 
but because they are more susceptible to hiding corrupt fees through 
cost-plus contracts and use of suppliers' credits. This was the case, 
for instance, in Venezuela under Perez Jimenez and in Ghana under 
Nkrumah. 








3. Waste of skills. Others have noted that, if the top political 
elite of a country consumes its time and energy in trying to get rich 
by corrupt means, it is not likely that the development plans will be 
fulfilled. However, the costs in terms of time and energy spent at- 
tempting to set some limits to corruption can also be expensive. 





4. Aid forgone. Another possible wastage, the opportunity costs 
of aid forgone or withdrawn by outside donors because of disgust with 
corruption in a developing country, could be a serious cost. Thus 
far, however, there has not been a marked correlation between hon- 
esty of governments and their per capita receipt of aid. 





Instability. By destroying the legitimacy of political structures 
in the eyes of those who have power to do something about the situa- 
tion, corruption can contribute to instability and possible national 
disintegration. But it is not clear that instability is always inimical 
to political development or that social revolutions or military take- 
overs are caused primarily by corruption. 


Despite its prominence in post-coup rationalizations, for example, 
one might suspect that corruption is only a secondary cause of mili- 
tary takeovers in most cases. Perhaps more significant is military 
leaders' total distaste for the messiness of politics—whether honest 




















or not—and a tendency to blame civilian politicans for failures to 
meet overly optimistic popular aspirations which would be impossi- 
ble of fulfillment even by a government of angels. 


Corruption can sometimes exacerbate problems of national inte- 
gration. If a corrupt leader must be fired, it may upset ethnic arith- 
metic. Of course this can be manipulated as a deliberate political 
weapon, although charging corruption is a risky device. 


Reduction of governmental capacity. While it may not be the sole 
or major cause, corruption can contribute to the loss of governmen- 
tal capacity in developing countries. It may alienate modern- 
oriented civil servants (a scarce resource) and cause them to leave 
a country or withdraw or reduce their efforts. In addition to the ob- 
vious costs, this may involve considerable opportunity costs in the 
form of restriction of government programs because of fears that a 
new program (for instance, administration of new taxes) might be 
ineffective in practice. 





It is often alleged that corruption squanders the most important 
asset a new country has—the legitimacy of its government. This is 
a serious cost but it must be analyzed in terms of the power or im- 
portance of the group in whose eyes legitimacy is lost. If they are 
young army officers, it can be important indeed. 


Probabilities 





Thus far I have been discussing possible benefits and costs. It 
remains to offer hypotheses about the probabilities of benefits out- 
weighing costs. In general terms, such probabilities will vary with 
at least three conditions: 1) a tolerant culture and dominant groups; 
2) a degree of security on the part of the members of the elite being 
corrupted; and 3) the existence of societal and institutional checks 
and restraints on corrupt behavior. 





Attitudes toward corruption vary greatly among countries, in part 
due to differences in colonial heritage. Furthermore, variations of 
attitude within a country can be as important (or more so) than dif- 
ferences between countries. Very often, traditional sectors of the 
populace are likely to be more tolerant of corruption than some of 
the modern sectors (students, army, civil service). In Nigeria, 
tolerance was by many accounts considerable among the population 
at large, but not among the young army officers who overthrew the 
old regime. Thus the hypothesis must also take into account the 
relative power of groups representing more and less tolerant sub- 
cultures in a country. 








If the members of the elites indulging in corrupt practices feel too 
insecure, any capital formed by corruption will tend to be exported 
rather than invested at home. In one Central American country, how- 
ever, it is argued that the sense of security of a leading family en- 
couraged them in internal investments in economic projects and the 
strengthening of their political party, which led to impressive eco- 
nomic growth and diminished direct reliance onthe army. In con- 
trast are the numerous cases of capital outflow mentioned above. 


It is probable that for the benefits of corruption to outweigh the 
costs depends on its being limited in various ways, much as the 
beneficial effects of inflation for economic growth tend to depend on 
limits. Societal or institutional restraints on corruption can be ex- 
ternal to the leaders—e.g., an independent press, honest elections— 
or internalized conceptions of public interest by a ruling group, such 
as those of the eighteenth-century English aristocrats. 


One can see that the general probability of the presence of one or 
more of these conditions in less developed countries (and thus of 
benefits outweighing costs) is not high. But to conclude merely that 
the moralists are more right than wrong (though for the wrong rea- 
sons) is insufficient, because the whole issue remains unsatisfactory 
if left in these general terms. If a country has some overriding prob- 
lem, some "obstacle to development''—for instance, if capital can be 
formed by no other means, or ethnic hatred threatens all legal activ- 
ities aimed at its alleviation—then it is possible that corruption is 
beneficial for development despite the high costs and risks involved. 
We need to get away from general statements which are difficult to 
test and which provide us with no means of ordering the vast number 
of variables involved. 


The matrix in the accompanying table relates three types of cor- 
ruption to three types of development problems, first assuming fa- 
vorable and then assuming unfavorable conditions described above. 
The scores are a priori judgments that the costs of a particular type 
of corruption are likely to outweigh the benefits for a particular de- 
velopment problem or sub-problem. They represent a series of 
tentative hypotheses to be clarified or refuted by data. 


In most cases, the reader will be able to determine the rationale 
for the scoring from the general comments that have already been 
made. [A detailed explanation is presented in the original article. 
-Ed.] Some further examples follow: 


Level of beneficiary. Thus, it seems likely that both top- and 
bottom-level corruption would tend to alienate more than enhance 
non-elite national integration (category E) under unfavorable condi- 
tions, whereas under favorable conditions corruption by the lower 
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levels that the populace deals with most frequently might have the 
humanizing effect mentioned above, and alienation would be slight in 
a tolerant culture. Top-level corruption might have the same effect, 
though the connection is less clear because of the lesser degree of 
direct contact. Bottom-level corruption is more likely to disperse 
than to aggregate power by making governmental machinery less re- 
sponsive than might otherwise be the case, whereas at top levels the 
ability to change the behavior of important power holders by corrupt 
inducements is likely to outweigh the loss of efficiency (category F) 
even under unfavorable conditions. Whether corruption enhances 

or reduces governmental legitimacy (category G) depends more on 
favorable conditions than on level of corruption. Much depends on 
another factor, visibility of corrupt behavior, which does not always 
have a clear relationship to level of corruption. 


Opinions vary as to which is more damaging—petty corruption or 
corruption at the highest levels of government. The matrix suggests 
that under unfavorable conditions neither type of corruption is likely 
to be beneficial in general, although top-level corruption may en- 


hance governmental power more than it weakens administrative effi- 
ciency. 


Inducements. At top levels, modern inducements (i.e., money) 
probably lead to capital formation (category A) which may be invested 
under favorable conditions or be sent abroad under unfavorable ones. 
Traditional inducements (kin status) do not promote capital formation 
(and may even interfere with it) but probably have little effect on 
capital flight. Assuming the existence of untapped skills (category C), 
modern inducements increase the access to power of skilled persons 
while traditional ones decrease it. Under favorable conditions, mod- 
ern inducements are unlikely to divide elites more than make them 
cohere (category D), but traditional inducements tend to preserve 
and emphasize ethnic divisions in the elites. Under unfavorable con- 
ditions, both types of inducements tend to be divisive. 





Weiner writes of India that ''from a political point of view, equal 
opportunity to corrupt is often more important than the amount of 
corruption. '' [ The Politics of Scarcity (University of Chicago Press, 
1962) p. 236] As scored here, our matrix suggests that under favor- 
able political conditions, Weiner's hypothesis is probably correct but 
would not be correct under unfavorable conditions. 





Deviation. We can also distinguish types of corruption by whether 
the corrupt behavior involves extensive deviation from the formal 
duties of a public role or marginal deviation. Such a distinction by 
extent of deviation is not uncommon among practitioners who use 
terms like ''speed-up money" or "honest graft'' in their rationaliza- 
tions. The size of the inducements may bear little relation to the 
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degree of deviation. For in- 
stance, it is alleged that in one 
Central American country un- 
der an insecure recent regime, 
a business could get the gov- 
ernment to reverse a decision 
for as little as $2,000, whereas 
in a neighboring country merely 
expediting a decision could cost 
$50, 000. 


Marginal deviations (by defi- 
nition) are unlikely to involve 
high costs in distortion of cri- 
teria and even under unfavora- 
ble conditions may help expedite 
matters within a bureaucracy 
(category B). Extensive devia- 
tions are likely to have high 
costs in terms of rational cri- 
teria regardless of conditions. 
Under unfavorable conditions, 
either type of corruption would 
be more likely to weaken than 
to enhance legitimacy (category 
G), but under favorable condi- 
tions the lesser challenge might 
make marginal corruption less 
detrimental—though this would 
depend on the proportion of 
groups in society placing em- 
phasis on modern values. 


The Challenge to Research 





At this point, however, not 
enough information is at hand to 
justify great confidence in the 
conclusions reached here. But 
the use of this or a similar ma- 
trix can advance the discussion 
of the relationship between cor- 
ruption and development. The 
matrix can be expanded or elab- 
orated in a number of ways if 
the data seem to justify it. Ad- 
ditional development problems 
can be added, as can additional 
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types of corruption (e.g., by scale, visibility, income effects, and 
so forth). Categories can be made more precise by adding possibili- 
ties; for instance, intermediate as well as top and bottom levels of 


corruption, or distinctions between politicians and civil servants at 
various levels. 


Despite the problems of systematic field research on corruption 
in developing countries, there is probably much more data on cor- 
ruption and development gleaned during field work on other topics 
than we realize. We needto refute and replace specific a priori 
hypotheses with propositions based on such data. Corruption in 


developing countries is too important a phenomenon to be left to 
moralists. 





[| Condensed from "Corruption and Politi- 
cal Development: A Cost-Benefit Analy- 
sis,'' The American Political Science 
Review. Washington (D.C.): The 
American Political Science Association, 


Vol. LXI, No. 2, June 1967, pp. 417- 
427. | 
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LATITUDES FOR CORRUPTION 
i 
Albert O. Hirschman 


[In choosing among investment possibilities, developing countries 
may sometimes have the opportunity to select those in which the 
latitude for corruption is the least. | 


Underdeveloped countries are by definition poorly 
equipped with managerial and organizational talent; 
in newly established, highly protected industries the 
spur of competition is frequently missing; the labor 
force is often untrained and the instinct of workman- 
ship has not become ''second nature.'' Hence, in in- 
dustrial tasks where there is wide latitude for poor 
performance, actual performance will gravitate 
toward the poor end of the scale. By the same token, 
where there is least latitude, or most discipline, 
performance will more nearly equal that of the older 
industrial countries. This consideration led me in 
my Strategy of Economic Development (1958) toa 
search for characteristics of industrial processes— 
high penalty for non-maintenance, machine-paced 
rather than labor-paced processes, process-centered 
rather than product-centered production, etc. —that 
through the reduction of latitude could be expected to 
induce respectable levels of quality and quantity per- 
formance. 








This argument seems to me to retain much of its 
validity when applied to corruption as one of the com- 
ponents of poor performance in operation of develop- 
ment projects, if only because of its deleterious effect 
on general staff morale in an organization. Ina so- 
ciety where corruption is rampant, we will expect 


Dr. Hirschman is Lucius N. Littauer 
Professor of Political Economy at Harvard 
University, Cambridge, Massachusetts. 
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projects that have a "latitude" for corruption to do worse than those 
with little or no such latitude. 


But are there any of the latter projects? Probably not in the con- 
struction phase. But in the operation phase there is little possibility 
of corruption when, for example, operating expenses are low, the serv- 
ices provided by the facility are given free of charge, and capacity is 
underutilized so that there is no problem of allocating the output 
among the prospective users. This is typically the case of highways. 
Thus, however much graft may have been involved in getting a high- 
way built, and however graft-ridden the highway department, the ef- 
ficiency of trucking operations is not going to suffer in consequence. 
The truckers are an entirely distinct group of operators; their mo- 
rale is not likely to be affected even if they know that the building of 
the highway involved graft; moreover, short of harrassments by the 
highway police, the actual utilization of the highway does not offer 
room for ''deals'' between the users and the highway department. 


With railways the situation is wholly different. Any irregularity 
and consequent lowering of staff morale that occurred in the construc- 
tion phase stays in the system and affects the efficiency of operations, 
for the same organization is responsible for both phases. Moreover, 
the operations phase is independently subject to the intrusion of cor- 
rupt practices, for example, in conjunction with the preferential allo- 
cation of freight cars during rush periods. Hence, any comparison 
of transport costs for rail and road that does not attempt to correct 
for likely differences in their levels of performance due to such fac- 
tors will fail to do justice to the real advantages of road over rail 
transport in a corruption-ridden country. 


A somewhat different example comes from the field of electric 
power. Generation of power is a far less malpractice-prone activity 
than distribution. In distribution, special favors to large consumers 
can be negotiated and some VIP bills may never be collected, where- 
as generation is a purely technical task, with power being sold in bulk 
at the substations to the company or companies in charge of the dis- 
tribution network. Hence, in countries where the granting of personal 
favors by public officials is widely expected, requested,. or paid for, 
public power companies may perform quite efficiently in the field of 
generation, but experience considerable difficulty in distribution. 
This is probably one reason why foreign private companies have sur- 
vived longer in distribution than in generation; in El Salvador, I was 
told specifically that in a small country with an extensive and power- 
ful amigo network, it may be unwise for a public power company to 
get involved in distribution, however successful it was in generation. 


I encountered a similar reluctance to shift to an activity where 


there are considerable possibilities for corruption or extortion in the 
Volturno irrigation project in southern Italy. Here farmers were 
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said to be reluctant to replace the traditional cereal and water buffalo 
economy of the area by utilizing the available irrigation waters to 
grow high-value garden crops such as tomatoes and other vegetables, 
for in doing so, they would come under the control of the powerfully 
entrenched ''Camorra" (Naples' equivalent of Sicily's Mafia [ secret 
society of political terrorists]) which allegedly dominates the fruit 
and vegetable trade in and around Naples. 


These considerations can be made to yield a cautionary footnote 
to the policy advice, frequently given by fiscal experts to public au- 
thorities in underdeveloped countries, to charge for services ren- 
dered whenever there exists a capacity to pay for them. While this 
is usually sound policy, one rarely realizes that charging for irriga- 
tion water, for example, could introduce latitude for corruption and 
malpractices into water distribution by the irrigation authorities and 
might thereby endanger whatever esprit de corps, morale, and 
public-serving attitudes it has been possible to instill in the person- 
nel of the irrigation department. Thailand's Royal Irrigation 
Department has been quite successful in these respects, and this 
may be one element in the preference of Thai policy makers for the 
export tax on rice over the assessment of the rice farmer for irriga- 
tion water. The latter course is unambiguously more efficient only 
as long as the differential latitude for corruption of various tax- or 
revenue-levying arrangements is disregarded. 








Our argument must not be interpreted to mean that corruption- 
prone or -ridden countries should eschew entirely all activities in 
which there is latitude for corruption or miscellaneous malpractices. 
In the first place, such a rule would condemn these countries to stag- 
nation. Secondly, the only way in which a country can eventually learn 
how to deal with these problems is by facing them—though this should, 
of course, be done at a time in the country's development and by an 
agency such that the odds against succumbing are tolerably high. An 
example of learning comes from Ethiopia: That country's Imperial 
Board of Telecommunications had no option but to face the problem 
of collecting telephone bills due from government agencies and VIP's. 
It was defeated at first; considerable arrears accumulated and could 
finally be ''paid"' only by offsetting them against a nominal dividend 
distribution by the board to the government. Thereafter, however, 

a fairly impersonal and prompt collection system was set up and this 
success meant a veritable breakthrough for "universalist" values 
that also helped strengthen the morale of the board's own staff. 


[| Excerpted from Development Projects 
Observed. Washington (D.C.): The 
Brookings Institution, 1967, pp. 107- 
112 & 130. Hardbound $6.00; paper- 
back $2.25. ] | 
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PRIVATE EMPLOYMENT FOR RETIRED 
CIVIL SERVANTS? 


"Santhanam Committee"' 


[ High government officials may be less inclined to do favors for pri- 
vate business firms if they cannot accept employment with them im- 
mediately upon retirement without loss of pension. | 


The increasing tendency of private industrial and 
commercial concerns to employ retired government 
servants has been attracting public attention. In 
many cases such employment is said to be a quid Pre 
quo for favors shown by the government servant while 
in service. It is also feared that retired senior offi- 
cials who accept such employment may, by virtue of 
their past standing, be in a position to exercise undue 
influence on those in the government who might have 
been their colleagues or subordinates. The fact that 
some of these retired government servants employed 
by private firms have continued to live in Delhi—and 
perhaps operate as ''contact men''—has further height- 
ened these suspicions. 





This Committee is not in a position to say that 
such persons have succeeded to any extent in inducing 
the government to show special favors to the firms 
they represent. Nor can we say that they have had no 
influence. But this dubious position gives rise to sus- 
picion, which it is desirable to avoid as far as possi- 
ble. Therefore, the Committee is anxious that a 
clear and unequivocal step should be taken immediate- 
ly to dispel any impression that there is any sort of 
link or partnership, or community of interest, or 


The Government of India Committee on 
Prevention of Corruption (1962-64) 

was popularly known by the name of its 
chairman, K. Santhanam, M. P. 





collusion between the higher echelons of administration and the pri- 
vate corporate sector. Such animpression, whether justified or not, 
affects the prestige of the civil services. 


The question of imposing restrictions and conditions on the accept- 
ance of employment with private firms by government servants after 
retirement has been considered on a number of occasions. As far 
back as 1919-20, the then Home Minister considered that it was not 
right for retired government servants to take up commercial jobs 
without restriction, that the fear that any such restriction would lead 
to an infringement of their liberty was not justified, that no prohibi- 
tion was likely to be effective without a sanction behind it, and that 
the only sanction which could be thought of was the withdrawal of pen- 
sion. However, on that occasion, the resolution ultimately issued 


left the matter of propriety to the ''good sense and loyalty" of the of- 
ficers concerned. 


Under the present rules, which date from November 1946, a pen- 
sioner wishing to accept any commercial employment within two 
years of his retirement is required to obtain the previous sanction of 
the government. Since July 1949, it has been official policy that no 
pension shall be payable to a pensioner who accepts commercial em- 
ployment without proper permission, in respect of any period for 


which he is so employed or such longer period as the government 
may direct. 





The points which have to be taken into account for granting such 
permission are: 1) Has the officer while in service had any such 
dealings with the proposed employer as might provoke the suspicion 
that he had shown favor to the latter? 2) Will his commercial duties 
be such that his official knowledge and experience could be used to 
give the employer an unfair advantage? 3) Might his duties bring him 
into conflict with the government? 4) Is the proposed employment of 
a thoroughly reputable kind? 5) Are there exceptional circumstances 
which would make the refusal of consent a real hardship? 


The effectiveness of these provisions may be judged from the sta- 
tistical history: From 1947 to 1957, 50 Indian Civil Service and 
other All India Service officers, including a large number of European 
officers who retired as a result of constitutional changes, and 91 
Class I officers were granted permission to accept commercial em- 
ployment. During the next four years, 284 Class I officers accepted 
commercial employment with such permission, and, from 1959 to 
June 1962, 52 All India Service officers did so. Permission was re- 
fused to 11 Class I officers and 3 All India Service officers. No in- 
stance of a breach of the rules or invoking of the penal provisions 
came to the notice of the Committee. 


120 














In the course of its investigations, the Committee has heard a 
number of witnesses with widely varied views on this general sub- 
ject. Some felt that there should be a complete ban on acceptance of 
commercial employment by retired government servants. Others 
were of the view that, in the larger interests of the nation, the ex- 
perience and ability of such persons should not be wasted and their 
services should not be denied to the private sector, which is contrib- 
uting to the economic development of the country. One witness 
pointed out that the present high cost of living makes it difficult for 
retired government servants to live on their meagre pensions with- 
out much painful readjustment. The Committee has given careful 
consideration to these different opinions. 


While the present practice of giving permission on merits subject 
to the government servant fulfilling certain criteria is not unreason- 
able, it has two major defects. In the present context of planning, 
the relationship between government and the private sector is so 
close and complicated that the good will of any highly placed govern- 
ment servant is valuable to every private undertaking. However im- 
partial the authority empowered to give permission for commercial 
employment may be, considerable pressure will inevitably be brought 
to bear on it in individual cases. There will always be a feeling that 
those who manage to get permission have been able to pull strings 
effectively, while those who have been refused have not had the nec- 
essary pull and have thus been unfairly discriminated against. 


The Committee has therefore come to the conclusion that a com- 
plete ban against private commercial and industrial employment for 
two years after retirement is the only effective and salutary step 
that can be taken in this regard. The Committee feels that this will 
not be a great hardship for the really capable official, as his ability 
and efficiency will not be affected by the two-year interval. On the 
other hand, this interval will eliminate all the irrelevant and im- 
proper considerations which may induce a private employer to offer 
a lucrative job to a government servant on the eve of retirement. 
The contact value of such a person will also be greatly deflated 
during these two years. 











The only sanction for the enforcement of this ban is the forfeiture 
of pension. It may be that some private employers may be willing 
to compensate a government servant for the loss of pension. But 
such cases are likely to be very very rare, and will not materially 
affect the salutary effects of the ban. To avoid undue financial hard- 
ship during the period of the ban, a pensioner should get the pension 
that he would be entitled to if it were calculated in accordance with 
his actual salary and not with reference to the maximum now pre- 
scribed for such calculation. 





The ban we have proposed will apply only to private commercial 
and industrial employment. Retired government servants will be 
free to accept employment of a scientific, cultural, or educational 
character. If there is any doubt as to the nature of the proposed em- 
ployment, the Ministry of Home Affairs should have the final author- 
ity to decide. 


[ Excerpted from Report of the Com- 
mittee on Prevention of Corruption. 
New Delhi: Government of India, 
Ministry of Home Affairs, 1964, 
Annex V, pp. 200-204. | 
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